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MORNING MEETING, DECEMBER 29th 


REPORT OF THE 
COMMITTEE ON PROFESSIONAL STANDARDS IN 
PROPERTY AND CASUALTY INSURANCE 


By 8S. 8. Huzsyzr, Chairman 


Shortly after the last annual convention of this Association, the 
members of your Committee on Professional Standards in Property and 
Casualty Insurance, appointed by President McCahan, decided that it 
would be desirable to extend an invitation to the leading organizations 
in property and casualty insurance to consider the advisability of adopt- 
ing @ professional program of education comparable to the C. L. U. 
movement in life insurance. Accordingly, the executive heads of the 
National Board of Fire Underwriters, the American Mutual Alliance, 
the Association of Casualty and Surety Executives, the National Asso- 
ciation of Insurance Agents, the National Association of Mutual Insur- 
ance Agents, and the National Association of Insurance Brokers were 
invited to meet with your Committee in New York City, on May 16, and 
it was suggested that each organization might also be represented by 
three or four duly appointed representatives. The invitation, I should 
add, was accompanied by a copy of the resolution which this Association 
adopted last December with respect to the subject. The response to the 
invitation was most spontaneous and most favorable, and the meeting 
was held on the specified date, with twenty-six appointed insurance 
representatives present, as well as all of the members of your Committee. 

A detailed copy of the minutes of this meeting has already been dis- 
tributed to the members of this Association, and there is, therefore, no 
need in this report to repeat the points of discussion and the actions 
taken.’ Suffice it to say that after a full day’s consideration of the whole 
subject, the members in attendance unanimously approved, in principle, 
the suggested program of your Committee. Deepest appreciation was 
expressed with reference to this Association’s interest in the educational 
welfare of the property and casualty branches of insurance, and full 
co-operation was promised. The meeting also adopted a resolution calling 
for the appointment of an Advisory Committee, as well as four other 
sub-committees, to be arranged by the Advisory Committee, to consider 
respectively the legal aspects of the proposal, the financial aspects, the 
nomenclature to be used, and the preparation of a program of study as 
well as the course of educational procedure. Instructions were also given 
that the Chairman of your Committee was to serve as Chairman of the 

1 The minutes of this printed 
as appendices to these See pages 83 to sie 
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Advisory Committee. Further instructions were given that the various 
committees were to make reports on their respective assignments to the 
Advisory Committee; and that these committees were to meet jointly 
with the Advisory Committee as soon as possible to consider their find- 
ings, with a view to the formulation of a complete setup. Following that, 
the whole program, according to instructions, is to be reviewed by the 
full committee which approved the idea, in principle, on May 16. Before 
adjournment, it was also arranged that the membership of the Advisory 
Committee was to be as follows: 


ADVISORY COMMITTEE 
Chairman: 8. 8. Huebner. 
Stock Representatives: 
John A. North, Vice-President, Phoenix Insurance Company, Hartford, 
Connecticut. 


William Leslie, General Manager, National Bureau of Casualty and Surety 
Underwriters, 60 John Street, New York City. 
it Scott, Director, Educational Division, National Association of 
Mutual 


A. V. American Mutual Alliance, 919 North 
Chicago, Illinois. 


Building, Chicago, 
Philip L. Baldwin, Executive Secretary, National Association of Mutual 
Insurance Agents, Investment Building, Washington, D. C. 


After careful consideration, chiefly through correspondence, the 
Advisory Committee concluded (1) that the subject of nomenclature 
had better be assumed for consideration by the Advisory Committee 
itself, and (2) that the membership of the other committees should be 
as follows, with the Chairman of the Advisory Committee an ex-officio 
member of all other committees: 


FINANCE 
Stook 


Representatives: 

Chairman, Otho E. Lane, President, Fire Association of Philadelphia, 401 
Walnut Street, Philadelphia, Pennsylvania. 

Howard P. Dunham, Vice-President, American Surety Company of New 
York, 100 Broadway, New York City. 

8. B. Perkins, Secretary, Compensation and Liability Department, Travelers 
Insurance Company, Hartford, Connecticut. 

Sidney O. Smith, Chairman, Executive Committee, National Association of 
Insurance Agents, Post Office Box 54, Gainesville, Georgia. 

Robert P. Barbour, United States Manager, Northern Assurance Company, 

Lta., 135 William Street, New York City. 


Mutual Representatives : 


A. V. American Mutual Alliance, 919 North 
Michigan Avenue, Chicago, Illinois. 

Chester Jennings, Mutual Insurance Agency, 1201 Court Square Building, 
Baltimore, Maryland, 


: 

* John M. Breen, Chairman, Educational Committee, Kemper Insurance, 
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John L. Train, President, Utica Mutual Insurance Company, Utica, N. Y. 

J. J. Fitzgerald, President, Grain Dealers National Mutual Fire Insurance 
Company, Indianapolis, Indiana. 

8. 8S. Huebner, ex-officio. 


LEGAL COMMITTEE 
Stock Representatives: 
Clinton L. Allen, Assistant Secretary, Aetna Insurance Company, Hartford, 
Connecticut. 


Oliver Beckwith, Counsel, Aetna Casualty and Surety Company, Hartford, 

Connecticut. 
Mutual Representatives: 

Charles F. Goodale, Attorney, American Mutual Liability Insurance Com- 
pany, 142 Berkeley Street, Boston, Massachusetts. 

Chase M. Smith, Counsel, National Retailers Mutual Insurance Company, 
7450 Sheridan Road, Chicago, Illinois. 

8S. 8. Huebner, ex-officio. 


COMMITTEE ON CURRICULUM AND EDUCATIONAL PROCEDURE 

Chairman, David McCahan, Professor of Insurance, University of Penn- 
sylvania, Philadelphia, Pennsylvania. 

Stock Representatives: 

— = Supervisor, Agency Field Service—Casualty and Surety, 

velers Insurance Company, Hartford, Connecticut. 

G. Vise Great American Indemnity 
Company, One Liberty Street, New York City. 

Arthur C. Goerlich, Educational Director, Insurance Society of New York, 
107 William Street, New York City. 

Wade Fetzer, Jr., Vice-President, W. A. Alexander and Company, 135 South 
La Salle Street, Chicago, Illinois. 

L. P. McCord, President, McCord Insurance Agency, 324 Hildebrandt 
Street, Jacksonville, Florida. (Chairman, Committee on Publicity and 
Education, National Association of Insurance Agents.) 

Mutual Representatives: 

M. L. Landis, Counsel, Central Manufacturers Mutual Insurance Company, 
Van Wert, Ohio. (Director of the Educational Training Division of 
Central Manufacturers Mutual Insurance Company.) 


College and University Representatives: 
Edison L. Bowers, Department of Economics, Ohio State 
University, Columbus, Ohio. 


Harry J. Loman, Director, Post Graduate Division of the Wharton School 
of Finance and Commerce, University of Pennsylvania, Philadelphia, Pa. 

Edwin W. Patterson, Professor, School of Law, Columbia University, New 
York City. 

Robert Riegel, Professor, University of Buffalo, Buffalo, New York. 

Milton W. Mays, Director, Business Development Office, 116 John Street, 
New York City. (Mr. Mays was included because of his interest in 
educational activities.) 

§, 8. Huebner, ex-officio, 


Franklyn J. Maryott, Assistant General Counsel, Liberty Mutual Insurance 
Company, 175 Berkeley Street, Boston, Massachusetts. 
John H. Breen, Chairman, Educational Committee, Kemper Insurance, 
Mutual Insurance Bldg., Chicago, Illinois. 
Charles M. Boteler, Secretary, Mutual Insurance Agency, 1301 H Street, | 
N. W., Washington, D. C. 
J. W. Huntington, Manager, The Mill Mutuals, 22 East Gay Street, ae 
Columbus, Ohio. 5 


RECOMMENDATIONS OF THE COMMITTEE ON 
CURRICULUM AND EDUCATIONAL PROCEDURE 


- This Committee was purposely made a large one, the membership 
comprising not only a considerable number of educators in the field of 
insurance, but also ten representatives from the insurance business 
divided equally between the stock and mutual interests. Soon after the 
appointment of the Committee, Dr. McCahan, as Chairman of the Com- 
mittee, undertook a preliminary study which, quoting the Committee’s 
report to the Advisory Committee, sought 


**to define the scope of the Committee’s activities and to plan a 
practical procedure for its operations. This preliminary study 
indicated the importance of determining (1) the basic objective 
for which professional standards of education should be estab- 
lished and (2) whether we should formulate a single unified 
educational program leading to one designation, or a divisional 
program leading to two or more designations. As these were 
important questions of policy on which it was essential to have 
some agreement in order for this Committee to proceed in an 
intelligent and clear-cut manner, but as the determination of 
such policy presumably lay with the Advisory Committee, the 
Chairman of the Committee on Curriculum and Educational 
Procedure sought your permission to have its members express 
their views on these matters and predicate their report upon the 
conclusions which should be reached. Consent having been 
granted, this Committee proceeded accordingly.’’ 


Again, in view of the large size of the Committee and the wide 
diversification of its membership geographically, Dr. McCahan prepared 
a very comprehensive questionnaire, for submission to the members in 
advance of a meeting of the Committee itself, in order to secure in this 
way, and also by correspondence, the views of the individual members 
on the various subjects which presumably should be covered by the 
investigation. This questionnaire, at the suggestion of Dr. McCahan, 
was also considered and approved by the Advisory Committee before it 
was sent out to the members of the Curriculum Committee and to a 
considerable number of other collaborators. 

The results of this extensive survey were then presented to the Curricu- 
lum Committee at an all-day meeting on October 31, 1941. All but 
three of the seventeen members of the Committee were present, and one 
of the three absentees was represented by an associate. Two members of 
the Advisory Committee and one vitally interested guest were also 
present. It is gratifying to note that after a full discussion of all the 
subjects referred to in the survey, the Committee was a unit in the 
conclusions reached. In fact, the vote on every action taken was unani- 
mous, with the exception of one matter on which there was only a 


single dissent, 
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With respect to the establishment of an educational program leading 
to a professional designation, the Committee on Curriculum and Educa- 
tional Procedure made the following recommendations to the Advisory 
Committee. In enumerating them, I can not do better than quote in 
full the recommendations as they were submitied in that report, namely: 


THE BASIC OBJECTIVE OF THE EDUCATIONAL PROGRAM 
The proposed college which would administer the standards for awarding a 
professional designation in the field of property and casualty insurance could, 
and doubtless should, have a number of aims. As respects that which is associated 
with establishment of an educational program ee 
tion, this Committee recommends the following statement thereof 
The primary purpoee of this educational program is to prepare men and 
women engaged in the property or casualty insurance business, (1) to 
understand the changing economic, social and governmental background in 
which the insurance institution operates, its relationship to other institutions 
in this background as well as the constructive and stabilizing services which 
it renders in the progress of civilization, (2) to comprehend more clearly 
the risks to which the members of the public are exposed in light of all the 
circumstances surrounding them, the most efficient ways of minimizing 
these risks, and the sound methods of effecting dependable insurance cover- 
age to protect against the financial consequence of the risks, (3) to develop 
the necessary skills, techniques and procedures for making this broad 
knowledge available to the public through the medium of high quality 
service and to foster the sound use of that service. 


SINGLE DESIGNATION 3 
The Committee recommends that only one designation be awarded. 


SINGLE UNIFIED PROGRAM? 

The Committee recommends that a single unified educational program be 
established for all candidates seeking the designation, irrespective of de partic particular 
form of insurance in which they may be particularly interested or the nature of 
their functions in the insurance business. 


FIVE-FOLD DIVISION OF SUBJECT MATTER AND GENERAL CONTENT 
OF EACH DIVISION 4 
The Committee recommends that the subject matter to be covered by this 
educational program be divided into five parts of approximately equal content, 
and that the subjects to be included in each of these parts be as here indicated: 


Part I—INSURANCE PRINCIPLES AND PRACTICES 


This and the following part presume a functional division of subject 
matter under which principles and practices common to all forms of 
insurance would first be studied as they pertain to each function, followed 
lines, ocean marine and inland marine inswrance, workmen’s compensation 
insurance, automobile insurance, liability accident and health 
_inswrance, fidelity bonding and suretyship, and other casualty lines. 

"9-8 For a of the factors to the recommendation of a 
unified single than a divisional 
separate designations, see Appendix IV. Page 93. 

4 The considerations governing the selection and distribution of the subject 
page 
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The division of subject matter suggested for Part I follows: 
1. The Economies of Insurance 


See note at beginning of Part I. 


Legislation, 
a. Workmen’s Compensation and Employers’ Liability 
Laws 


b. Building and Other Safety Laws 
ce. Automobile Financial Responsibility Laws 
d. The Social Security Act 
Emphasis in this division on ‘‘General Education’’ 


normally included in recognized textbooks. 
Part IV—Law 


2. Insurance Law, including Construction of Insurance Contracts 
Subjects covered by this examination would be those normally covered by 
recognized textbooks in the field, 


ye 2. The Insurance Mechanism 
on 3. Contract Provisions 
o a. The Risk Assumed 
= b. Other Provisions 
es 4. Types of Carriers (including self-insurers) 
° 5. Agency and Brokerage 
mee 6. Financial Statements 
7. Investments 
: 8. Organization of Carriers 
a. Internal 
: 9. State Regulation and Supervision 
Part IT—INSURANCE PRINCIPLES AND PRACTICES 
rs The division of subject matter suggested for Part II follows: 
1. Theory of Probability 
oH 2. Rates and Rating 
3. Reserves 
; 4. Underwriting and Selection of Risks 
: 5. Loss Adjustment 
6. Loss Prevention 
a a. Fire Prevention and Protection (including arson) 
; b. Industrial Accident Prevention 
ce. Automobile Accident Prevention 
: d. Prevention of, and Protection against, Other Perils 
ae 7. Client Building 
a. Principles of Personal Salesmanship 
e b. Principles of Applied Psychology 
ce. Insurance Surveys 
Part EDUCATION 
1. Economics 
2. Government 
will also be placed upon grammar, spelling, punctuation, 
f paragraphing, and other factors essential to the writing of 
good English. 7 
Subjects covered under each of the first two divisions would be such as are | 
1, General Commercial Law 
Law Pertaining to 
Contracts, Agency, Partnerships, Corporations, Personal 1 
Property, Real Estate and Mortgages, Negotiable . 
Instruments, Bankruptcy, Bailments, Common and ( 
Private Carriers, Negligence 
‘ 
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ment, for which it would be necessary to secure suitable text material. 

RECOMMENDED STANDABDS ON ELIGIBILITY AND EXAMINATION 
BEQUIREMENTS 


tion of these by the College in the form of a more specific code of rules will 
subsequently be necessary. 
1. REQUIREMENTS 

In order to be eligible to take the professional examinations in property and 
easualty insurance, an applicant should 

a. Be at least twenty-one years of age and of good moral character. The 


suitable investigation should be made before any diploma or designation is 
granted. 

b. Have at least three years of satisfactory insurance experience. Although 
every candidate should meet the time requirements in full before his diploma 

(1) A high schoo! graduate, who is not graduate of a college or university, 
installment of 


Part V—ACOOUNTING AND FINANCE 
1. Principles of Accounting 
2. Principles of Personal Finance 
8. Business Organization and Agency Management 
Subjects covered under each of the above divisions would be such as are 
The Committee recommends adoption of the following general eligibility and =e 
examination requirements which should be regarded as a minimum for placing eat 
the proposed designation on a professional plane. It is recognized that amplifica- 
year of satisfactory insurance experience, and an additional installment for every : 
year of experience thereafter, with the privilege of taking any remaining install- 
ments after three full years of experience. 
(2) A graduate of a university or college could be permitted to take any 
or all instailments of the examinations at any scheduled date following his 
graduation, but, though successful, should not be granted the recognition until 
completion of three years of satisfactory insurance experience. f 
When an application is originally filed by a candidate, it could be checked 
primarily as to the number of years in which the applicant has been engaged in 
property and casualty insurance and the percentage of business time devoted to it. a 
All other factors could be carefully weighed after the candidate has passed the pyar 
entire series of examinations. tae 
c. Submit credentials in proper form respecting his previous education which ! 
should be the legal equivalent, as a minimum, to graduation from an acoredited 
four-year high school. Rules respecting these educational credentials might well paseo 
follow those which have been worked out by the American College of Life a 
Underwriters. on 
2, EXAMINATION REQUIREMENTS 
a. Broad knowledge in five major fields. The standards of education set up eeu 
by the proposed College, and given effect through the suggested examinations, 
indicate the fields of knowledge with which the underwriter should be acquainted. 4 
Consideration has been given to them elsewhere. : 
b. Passing of fwe comprehensive examinations. To test an applicant’s knowl- ae 
edge, examinations should be given in each of the major fields of subject matter 
covered by the proposed program. These might cover a period of two and one-half 
days, candidates being allowed four hours for each examination. 
X 


and 
subjects. On the contrary they should be advised to take them in installments. 
The order in which installments are taken might be at the option of the candidate. 


SUB-COMMITTEE FOR FURTHER CONSULTATION 


The aforementioned report of the Committee on Curriculum and 
Educational Procedure was carefully considered by the Advisory Com- 
mittee, at a meeting on December 11, with Dr. McCahan also in attend- 
ance. The entire report was unanimously approved. The Advisory 
Committee also adopted a resolution at that time, providing for the 
creation of a standing co-operative committee consisting of five members 
(three university educators, and two insurance company representa- 
tives—one representing stock company interests and one the mutual 
companies), to co-operate with the Board of Trustees of the proposed 
college following the time of dissolution of the Advisory Committee. 
Such a standing committee, it was felt, would be of great service with 
respect to the most effective execution of the educational program, and 
in the selection and fuller development of satisfactory study material. 
It should also be stated that at a meeting on September 5 the Advisory 
Committee had already concluded unanimously (1) that there should 
be but one designation, instead of more, and (2) that the objective 
behind the designation should emphasize the concept of public service. 
The Advisory Committee was pleased to have the large Committee on 
Curriculum and Educational Procedure give its own consideration to 
these same subjects and to concur unanimously on these two points. 

Before turning to the findings of the other committees, I wish to state 
that all of us are under deep obligation to Dr. McCahan for his whole- 
hearted co-operation and the large amount of hard and intelligent labor 
which he gave as Chairman of the Committee on Curriculum and 
Educational Procedure. Our gratitude should also go out to the other 
members of the Committee for their helpful co-operation. Dr. McCahan 
and the members of his Committee did an excellent job, especially in 
view of the difficult and intricate nature of the task assigned to this 
particular Committee. 

RECOMMENDATIONS OF THE FINANCE COMMITTEE 

At a meeting on September 4, 1941, with full attendance, the Finance 
Committee gave careful consideration to all recommendations which 
had been submitted in the interest of adequately financing the proposed 
collegiate movement. As a result the Committee adopted unanimously 
the following resolution : 

“Be Ir Resotvep that based on the recommendation of Dr. 
Huebner, the Finance Committee proceed to raise $50,000 to 
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a N. B.—Candidates should be urged not to take all examinations in the same 

ike The Committee recommends that its Chairman appoint a sub-committee of 
a three members with himself as its Chairman ex-officio to confer with the 

“s Advisory Committee on any matters which may subsequently arise pertaining 
oy to ‘‘Curriculum and Educational Procedure.’’ 

t 

4 

oth, 


assure the operation of the college for two years, and that the 
property, casualty and surety companies be invited to contribute, 
as nearly as possible on the basis of premium volume, and that 
the agency and brokerage organizations be invited to contribute 
on @ voluntary basis.” 

I should add that the Advisory Committee has also approved the plan 
adopted by the Finance Committee. Pursuant to the above plan, the 
premium volume of all available fire and casualty companies (capital 
stock and mutual)—basis 1940 returns—was approximately fixed at 
$2,206,000,000, which sum becomes the denominator of three allocative 
fractions—the numerators being in each case the particular premium 
volume of the three general groups of companies (capital stock fire and 
marine companies, capital stock casualty companies, and mutual fire 
and casualty companies)—these fractions to be applied to the capital 
sum (namely $50,000)—payable over two consecutive years. It will 
appear that if the sum of all these premiums ($2,206,000,000) submits 
to contribution, the rate of assessment approximates 1/225th of 1%. 

Mr. Lane, as Chairman, and the other members of the Finance Com- 
mittee, are now hard at work with respect to the raising of the necessary 
funds. It is still too early to make a definite statement as to results.‘ 
Suffice it to say that much has already been accomplished, and that 
before long a completed report of present activities may be announced. 
May I again state that we are all deeply indebted to Mr. Otho Lane and 
the other members of his Committee for the large amount of time and 
labor which he and they have given so wholeheartedly to this very 


important phase—the financial maintenance—of the proposed program. 
BECOMMENDATIONS OF THE LEGAL COMMITTEE 


This Committee felt that it would be best to have its particular 
problems surveyed by Mr. Robert Dechert, of the firm of Dechert, Smith 
and Clark, Philadelphia, who has served as Counsel for the American 
College of Life Underwriters for a good many years, and who has a very 
wide experience in matters of this kind. Mr. Dechert filed detailed 
opinions on various legal problems which were submitted to him from 
time to time, and which dealt mainly with legal possibilities concerning 
the name of the proposed college in view of existing statutes, the require- 
ments necessary to the incorporation of a non-profit corporation in 
various states, and the proper protection of the designation. Certain 
other legal questions submitted to Mr. Dechert are still being considered, 
and will be reported on shortly. 


report, all financial commitments tein ad 
By January 27, 3043, al of tho groupe of companies refered to a 
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definitely underwritten $1000, and the second Association is now in the process bs 

of completing its voluntary contribution plan. 
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All of Mr. Dechert’s recommendations were sent to the members of 
the Legal Committee for study, and were concurred in at a meeting held 
on December 11. The recommendations were also sent to the members 
of the Advisory Committee for study, and have also been concurred in 
by that Committee. I feel that we have a fair settlement of our legal 
problems, and that we are ready to go ahead with legal incorporation 
just as soon as there is a final approval of the whole plan which I hope 
will take place on or about January 16, when I expect to call a meeting 
of the large group which met on May 16 last, and at that time gave its 
. approval of the proposed plan in principle. 

8 We are certainly deeply indebted to Mr. Dechert for his abundant 
& and generously given legal advice. He has been most co-operative in 
this proposed educational movement, and is willing to serve it legally 
just as he has always been willing to serve the American College of 
Life Underwriters. 

RECOMMENDATIONS OF THE ADVISORY COMMITTEE 


ce. All through this report attention has been called to certain approvals 
= or other conclusions of the Advisory Committee, and these need not be 
‘ repeated. However, there are certain additional matters on which action 
has been taken by this Committee. At a meeting on December 11 it was 
decided, after much discussion, to call the proposed college the American 
Institute for Property and Liability Underwriters,’ and the designation 
‘ C. P. C. U. (Chartered Property Casualty Underwriter). 
i Much attention has also been given as to the best place of incorpora- 
a tion, the governmental plan and types of officers to carry on the work, 
¢ There was, of course, a desire to use the words ‘‘ *? and ‘‘Casualty’’ 
in the name of the organization. Careful investigation state laws, however, 


organization in some state where the law 

prevented from in 

important states where the do exist. after 

i the legal Committee deemed it wise to 

adopt name ‘‘American Institute for and Liability Underwriters, 
Inc.’’ After name was decided upon, careful in 
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showed the OF Wis because Of statu Ory TeSstrictions im Connec- 

‘ rporated in the State of Pennsylvania, and consideration therefore, to 

ie be given to the woo: Ranger nenee ions prevailing in that state. According to the 

mt law of Pennsylvania, ‘‘ corporate name shall not imply that the corporation 

ft is an administrative agency of the Commonwealth, or of the United States, or is 

> Department, and not contain the word ‘bank,’ ‘banking,’ ‘banker,’ ‘savings,’ 

‘ 6 it.? mutual ‘indemnity,’ ‘casualty,’ 
‘fiduelary,’ benevolent,’ ‘public service,’ building axa 
loan,’ ‘ ’ gecurity,’ ‘guaranty,’ ‘guarantee,’ ‘cooperative,’ ‘State,’ or 

Similar statutes exist in numerous other states. Various 

3 states also prohibit the use of the word ‘‘College.’’ Again, in at least one 
important state, the word ‘‘for’’ must be used instead of the word ‘‘of.’’ 
Moreover, in P: Ivania and various other states, the expression ‘‘ Incorpora 

any important state. Casualty insurance interests represented on the Advisory 
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and the composition of the Board of Trustees.’ All of these matters 
have been considered quite fully, and are being further considered with 
a view to a report thereon at the final meeting of the large group which 
initiated matters on May 16 last, in the hope of receiving an approval at 
that time. At this meeting your Committee on Professional Standards 
in Property and Casualty Insurance will be represented just as it was 
on May 16. Until that time, however, no further statement can be made. 
In fact, all the findings of the several committees, as referred to in this 
report, must be submitted to this group for final action. However, it is 
my hope that this report can be completed for the record by the time of 
publication of the proceedings of this Association’s annual meeting. 

After canvassing the situation, the Advisory Committee also feels that 
the first examinations should be held in June, 1943, at the same time 
that the C. L. U. examinations are held, at the same examination centers 
throughout the country in so far as possible, and on a basis of standards 
similar to those prevailing in the C. L. U. movement. 

From the beginning of its labors the Advisory Committee felt that the 
proposed movement involved a selling effort of no mean proportions. 
The Committee, therefore, instructed its Chairman to prepare a com- 
prehensive and detailed article covering all vital phases of the proposed 
educational plan, for publication and dissemination by the official 
journals of the American Mutual Alliance, the Association of Casualty 
and Surety Executives, the National Association of Insurance Agents, 
and the National Association of Mutual Insurance Agents, all partici- 
pants in the meeting of May 16. This article, entitled ““The Proposed 
American College of Property and Casualty Insurance,’’ was released 
Commi as well as in the original p which met on May 16, 1941, to adopt 

unasimous! itua- 


pro 
tion, with the expression ‘‘ Liabi >? instead of the rohibited term ‘‘Casualty.’’ 
Counsel i desi i «Chartered 


It should also be added that the name ‘‘ American Institute for Property and 
Liability Underwriters, Inc.,’’ has since been approved by the wealth 
of Pennsylvania. 


an Ivania, with its Home Office in Philadel This 
was prompted by the fact that the American Co of Life Underwriters 
has its Home Office in lelphia, and that it would be ly desirable to have 
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are which have already been satisfactorily adjusted 
American of Life Underwriters d the past fourteen years, and 

are bound to connection with the new American Institute, and which need 
ont is close ion. Both the Advisory and Legal 
Committees also felt i 


T It was the unanimous feeling of the Advisory Committee, as well as of the 
other committees mentioned in this _ that the Institute should be incor- oar es 
new titute work in close co-operation wit éerican College e 
Underwriters. There are ever 80 many phases where this close co-operation proves i 
highly desirable, and the officers of the American College of Life Underwriters 
have a@ promise of 
particular, Committee had in mind 
ment of examination centers througho a 
tions in co-operative conjunction with 
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the Legal Counsel of " 
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on August 14. It was published in full by the four journals referred to, 
as well as in substantial part by numerous other insurance journals. 
Members of the Advisory Committee identified with these four organiza- 
tions also did much to sell the idea far and wide throughout the ranks 
of these organizations. 

I have already expressed our gratitude to the Chairmen and members 
of the several committes whose reports I have summarized. And now 
I must express our thanks to Messrs. John A. North, William Leslie, 
George W. A. V. Gruhn, John M. Breen, and Philip L. Baldwin, 
ho made up the Advisory Committee. Most generously and cheerfully 
these men have done a lot of work, and have given much thought to the 
proposed educational plan and, may I add, along all lines. Rarely, if 
ever, have I had the pleasure of working with a group of busy business 
men who were so willing to give their best to a cause. These men have 
been on the job ever since May 16. Irrespective of distance, they have 
attended a considerable number of meetings of the Committee, and nearly 
always all would be in attendance. And between meetings business would 
be transacted by correspondence, letters passing between members of the 
Committee almost weekly, and at times almost daily. The correspondence 
with respect to the work of this Committee has been unusually large, so 
large that it has long ceased to be merely a file, but has reached the 
proportions of a high stack. We certainly wish to thank them for all 
they have done in the cause of higher education. 

In closing, may I add that we are also deeply grateful to the many 
collaborators, within and without this Association, who, although not 
members of a committee, nevertheless collaborated with the several 
committees and gave them the benefit of their ideas and constructive 
pags Their number is too large for specific enumeration at this 

time, yet in the aggregate the co-operation of these collaborators has 
helped our committees immensely to formulate a sound program. 

Probably, in closing, I should also state that much interest has been 
shown by numerous outsiders, not immediately associated with the 

its of insurance companies or with the American Association 
of University Teachers of Insurance. Many letters have been received 
from practitioners in the property and casualty insurance fields, asking 
for detailed information as to the proposed plan as soon as possible, 
stating their intention to take the examinations, expressing their pleasure 
that their branch of insurance is about to emulate the life insurance 
business, and offering their full co-operation. Numerous leaders in life 
insurance have also expressed their pleasure in this movement, in the 
thought that something comparable to the C. L. U. movement could 
most advantageously be extended to the other two branches of insurance. 
Very notable, also, are the numerous inquiries from institutions of 
higher learning, expressing the hope that we might soon inform them 
concerning the requirements of the whole plan, so that they may proceed 
to formulate their own programs of education to qualify their candidates 
for the examinations. 
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REPORT OF COMMITTEE ON 
COLLEGIATE PREPARATION FOR INSURANCE CAREERS 


By Harry J. Loman, Chairman 


During the year your Committee has continued to study the problem 
of collegiate preparation of persons for insurance careers. The most 
significant development was a joint meeting of your Committee with 
the Committee on Relations with Colleges and Universities of the Asso- 
ciation of Life Agency Officers in New York City on September 10th. 
On that occasion the results of the work of the sub-committees of the 
Life Agency Officers Committee were discussed at length. 

It was concluded that certain problems of (1) selection of students, 
(2) nature of collegiate training, and (3) method of induction into the 
insurance business needed further investigation by these sub-committees 
before recommendations could be made. 

Since none of these problems is insurmountable we are hopeful that 
we shall have the answers at an early date and be able to submit to you 


a tangible program. 
COMMENTS 


De. Loman: As Dr. McCahan has attended all of the meetings held 
by the Life Agency Officers Committee during the past year, perhaps he 
would be willing to supplement this report by outlining some of the 
problems which have been encountered. 

Dr. McCanan: At Dr. Loman’s suggestion I am glad to add a few 
comments on the manner in which this problem has been approached and 
to state briefly some of the reasons why progress in its solution has not 
been more rapid. But for the benefit of those who were not at the last 
meeting when this was rather fully discussed, let me state that the goal 
toward which these joint committees were working was the development 
of some practical plan which would (1) interest able young men in our 
colleges and universities in professional life underwriting as a career 
prior to the time they complete the Sophomore (or at the latest the 
Junior) year of their undergraduate work, (2) guide such students, to 
the extent that techniques for that purpose can be satisfactorily applied, 
in determining whether they have the personal qualities essential to life 
underwriting success, (3) encourage those students who have the interest 
and necessary personal attributes for success to take the courses in the 
Junior and Senior years of their undergraduate studies which will most 
adequately prepare them in subjects covered by the C. L. U. program, 
(4) create a specialized training training program into which those who have 
the personal attributes and education in C. L. U. subjects could be 
enrolled immediately upon graduation from college and which would 
(27) 


i 
= 


18 THE AMERICAN ASSOC. OF UNIV. TEACHERS OF INSURANCE 


to efficient life underwriting as well as aid them in building a clientele 
upon a sound basis, and (5) provide a plan of compensation which will 
enable recent college graduates with limited financial means but excep- 
tional success potentialities to go through the special training program 
and get a start on the road to life underwriting success before being 
placed entirely on a commission basis. 

I am mighty happy to state that the committee of the Association of 
Life Agency Officers was composed of unusually able men’ who took 
the project very seriously and spent a great deal of time considering 
various phases of it. In the course of a year, the committee met six times 
in different parts of the country, devoting a full day on nearly every 
occasion to exploring one or more angles of the problem. Many members 
of the committee, either personally or through the companies or other 
organizations with which they are associated, conducted special studies 
and presented reports along different lines, and the Chairman, Grant 
Hill, exerted every effort to be certain that all factors involved in the 
development of a plan should be clearly seen and accurately evaluated. 

It was natural that some of us who believe in the professional concept 
of life underwriting service and who are familiar with the educational 
and training methods which have been found most effective in preparing 
candidates for successful service in other professional fields were hoping 
that a plan might be formulated which would adequately embody all of 
the aforementioned features. That the committee did not progress quite 
that rapidly is hardly surprising and certainly does not warrant any 
feeling of hopelessness by insurance teachers. There are a number of 
reasons in my personal judgment for believing that everything which 
we sought could scarcely be achieved in such short order. In the first 
place, the features which we desired to incorporate were derived from 
experience in other fields which evolved over a long period of time. 
Second, operations of the agency system in life insurance are largely 
predicated upon extensive principles of market development which 
produced substantial “volume results” during the rapidly expanding era 
from the time of the Armstrong investigation until the depression of 
the ’30’s. Third, because of the importance to sales personnel who 
conduct their activities on an extensive marketing basis, of contacts and 
of previously acquired experience in dealing with people, primary 
emphasis has been placed by the life insurance institution upon recruiting 
men and women who are at least 28 or 30 years of age. Fourth, the type 
of education and training most satisfactory for a person who is 28 or 
30 years old is not adapted to the needs of the recent college graduate. 
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Fifth, the most efficient development of a recent college graduate group 
implies such things as a long range point’ of view, a philosophy of 
intensive marketing based upon quality of service as well as volume of 
production, specialized training based upon end results rather than 
immediate production, a supervisory personnel which understands the 
peculiar needs of this group, the use of suitable and presumably new 
training methods which perhaps could only be devised after intelligent 
experimentation, management of the group as a separate unit, and a 
clear recognition of the fact that high quality personal attributes and 
good education in recent college graduates who are ion toe will prob- 
ably not compensate for deficiencies in the other respects. Sirth, since 
many companies might initially find it difficult to undertake certain 
features of this plan, notably the specialized training program, the time 
has probably not yet arrived when institutional recognition of all the 


be expected. 

In closing these remarks, I would like to state that I personally believe 
that some such plan as we have contemplated will ultimately materialize 
although I am realist enough to agree with the expression frequently 
used by Grant Hill in the course of our discussion that “We must creep 
before we walk, and walk before we run.” But even creeping is a sign 
of progress if it is in the right direction. 
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REPORT OF PUBLICATIONS COMMITTEE 
By J. Epwarp Henezs, Chairman 


On July 24, 1941, the Publications Committee completed a preliminary 
report, a copy of which was subsequently sent to each member of the 
Association. I assume that those present have seen this report. (A copy 
of the report, together with the letter of transmittal is appended hereto.) 

In the preliminary report it was pointed out that there is at the 
present time no scientific journal covering the entire field of insurance. 
It was pointed out further that the development of insurance scholar- 
ship, so essential if the best minds are to be attracted to the field and if 
insurance teaching is to be extended and raised to a uniformly high 
plane, requires a medium of expression, an outlet for the results of 
research, and a focus for scholarly attention upon the problems of the 
institution regarded from a scientific point of view. To this end a journal 
seems indispensable. 

The committee offered the following specific recommendations as to 
the scope and content of a journal which might be launched by the 
Association : 

. The over-all function should be primarily the enlightenment of 

members of the Association. 

2. Space should be provided for articles of a scientific nature con- 
tributed by members of the Association and by others. 

8. The proposed journal should give equal weight to the various 
branches of insurance, with considerable attention to principles 
and problems common to all branches of insurance. 

4. It should meet the needs for source material not readily available 
elsewhere. 

5. It should eerve as a source of publicity for the Association and 
contribute to the building of the prestige of the Association and 
its membership. 


It was further suggested by the Committee that the proceedings of 
the Association form the bulk of one issue annually and that the other 
issue or issues be devoted to articles. It was suggested that a number of 
departments be established in which would appear comments regarding 
the following: law, periodical literature, rate schedules, foreign develop- 
ments, notes and comments by members, and book notices and reviews, 
or such of these as seemed most desirable. 

As to editorial organization, it was suggested that there be a managing 
editor, associate editors in various geographic areas, and departmental 
editors. 

The response of the membership to the preliminary report of the 
Publications Committee was on the whole favorable. Only one member 
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definitely opposed launching such a publication. Two or three members 
were favorable in their attitudes but pointed out some of the difficulties. 
The balance of the replies received were favorable to the launching of 
such a journal, several of them indicating a personal willingness to pay 
additional dues in order to support such a publication. 

A preliminary investigation by the chairman of the committee indi- 
cates that a quarterly journal of some one hundred pages per issue could 
be published for some twelve hundred to fifteen hundred dollars annually. 
This, of course, would not cover any editorial costs, secretarial or clerical 
service, or postage. 

In spite of the favorable reception of its report the committee hesitates, 
in the light of the current situation, to make a definite recommendation 
that the publication be launched at this time. It prefers to submit to 
the membership assembled here this report as being indicative of the 
type of publication desired by the membership as well as the type which 
would best serve the members and the entire institution of insurance, 
leaving to this group and the Executive Committee final decision as to 
the action to be taken. 
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AFTERNOON MEETING 


THE PLACE OF MANPOWER IN OUR VICTORY PROGRAM 
By Jutren H. Harvey 


Mr. Chairman and Members of the Association : 

Some weeks ago when I was first asked to address you, the United 
States of America was at peace. Peace! The very word has an unreal 
and far-away sound. As I look back now, that time seems almost as far 
in the past as Queen Victoria; it seems almost another age. It is only 
a matter of days, but in terms of experience, in terms of action, emotion 
and vital decision we have all lived years in that short space of time. 
Overnight we here in America went through mental fire and were 
welded into one united people. Welded white hot with anger under the 
hammer blows of Japanese treachery. Today all our doubt, uncertainty 
and internal strife is gone like fog. Despite all the vile trickery and 
bad faith of their acts and intentions our enemies have aided us 
immeasurably. Our material losses at Pearl Harbor were not trifling ; 
the loss of American lives was a tragic blow. But nothing that Germany 
or Japan could have done could have been better calculated to rouse the 
courage and fighting spirit of our nation. Today we are set with steel 
hard determination to rebuild, at whatever cost of blood and sweat and 
tears, a saner and better world where our children can work in good 
faith and friendliness with their neighbors. Never again will we sit 
idly by and watch our world fall under the domination of gangster 
nations and their paranoiac leaders. 

In those days that now seem so long ago, I had chosen as title to my 
address, “The Place of Safety in the Defense Program.” Today that 
title seems outdated. With a clearer vision of the coming struggle, and 
with a stronger sense of this upsurge of national faith and fighting 
spirit, and with a deep conviction of the responsibility of every American 
to do his part, I offer you a new and more aggressive title, “The Place 
of Manpower in Our Victory Program,” for this war will be won by 
those nations which produce the most and that most, the quickest and 
in such a program the accident prevention forces have a most important 


We are by nature a peaceful people. In ordinary times we show all 
too little interest in military strategy and tactics. But now we are 
suddenly faced with the necessity to organize and win a total war, a war 
on three continents. If we do not manage this huge task efficiently we 
will surely lose the freedom our forefathers built so patiently and pain- 
fully. There is not time to lose; 
of this new total war. In only the last twenty years it seems that this 
business of fighting has been completely and fundamentally altered. 

(22) 
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War is no longer made by professional armies fighting on local battle- 
fields; it is fought by whole nations and its battlefields spread over 
continents and hemispheres and reach into the smallest of hamlets. 


the supporting army of civilian workers. When England for instance 
puts 3 million armed men into active service, she must enlist 27 million 
of her civil population for feeding, clothing, arming, nursing and trans- 
porting these fighters. Furthermore this economic army does not include 
any home defense militia or fire fighting services. The full time of this 
economic army is required for direct military supply and production. 
They can no longer work at anything but providing the fighting forces 
with its essential materials. Every fighter at the front requires 9 men 
on the production lines. 

This means that to outfit and supply an army of 3 million soldiers 
over half the population of Great Britain must give up its normal life 
and devote its total time and energy to war work. Here in America our 
industrial and civilian army will require an even larger proportion of 
our population. For we must make ourselves the arsenal of certain 
other of our allies who lack the industrial resources to keep their 
fighting men supplied. By 1942 we can expect to see not less than 40 
million of our population devoted exclusively to winning this war and 
saving our nation from d i 

This is total war! You can see that it throws an entirely new light 
on the conservation of our industrial manpower and materials and the 
efficiency of our working population. It changes our entire conception 
of what an army is and how it must be trained and organized and its 
fighting spirit stimulated. It is estimated that England is now devoting 
80% of her industrial capacity to war work and Germany 90%. So far 
America has enlisted less than 10% in her civilian army. We have a 
great task ahead of us and one we know how to do. Mass production is 
our national specialty. 

We are facing that task in what I believe to be the most vigorous and 
aggressive spirit of our history. America has turned swiftly from the 
defensive to the aggressive. We are no longer set upon a negative 
National Defense, with business as usual our main interest. We are set 
upon raising and equipping that victory army of 40 million workers and 
in organizing its activities with supreme efficiency of skill and brain 
power. To do that we will need to utilize effectively every bit of energy, 
every ounce of material, and every man hour of labor that we possess. 
We cannot afford to waste an: . In particular, we cannot afford to 
waste the time and the health and the energy of our civilian and indus- 
trial soldiers. We must realize fully that the nine men behind the 
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In the last great war it was estimated that high power weapons, 
mainly artillery, battleships and to a lesser degree airplanes, had so 
expanded the production and supply problems that every fighting man 
in the trenches must be supported by at least five workers on the home 
front. Today military science and industry with their tank and airplane 
fleets and their high power rapid fire artillery have doubled the size of 2, 
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machines must do their vital part or else the one man behind the gun 
may meet defeat and disaster. 

So far I have but sketched in the background of my subject. I have 
given you a brief picture of the strategy of total war. We must leave 
the fighting tactics to our military and naval specialists. But we safety 
men whose life work has been the conservation of human life, the 
promotion of efficiency and safety in industry, transportation and street 
traffic, and in trade, are faced now with a vitally important responsibility 
of our own in respect to our part in the production program of our 
Nation. It is our deep responsibility to throw the pooled energy and 
scientific efficiency of our safety organizations into high gear and make 
their power felt in helping to maintain production and per se smash 
the brutal attack of our enemies. 

Very early we discovered that safety was not a negative or defensive 
matter. Over and over again in our industrial work it has been proven 
that prevention of accidents produces an increase in efficiency and an 
increase of production output. Our safety must now be made an essential 
energizing factor in the stepping up of the mass production to equip 
our fighting forces. The elimination of waste, the conservation of 
scarce materials and precious working time, these must be our contribu- 
tion to the national emergency. This question of lost time and wasted 
human energy is so vital to our victory army and its war effort that it 
is important to examine the statistical record and show you just how 
seriously accidents today interfere with our highest production output. 

First, our new industrial front takes in the whole field of accident 
prevention. We must realize that every worker in office, or supply 
service, or factory who is injured or killed in a home accident, or as a 
driver or pedestrian on our streets, is as great a loss to our war effort 
as if he had been killed at a machine or in the factory. Furthermore 
the loss of any essential worker anywhere is relatively as great a blow 
to our military effort as is the loss of a fighter in a front line trench. 
In a very real sense we can regard our accident performance as a sort 
of self-sabotage—a loss that we inflict on ourselves by our carelessness 
and lack of efficiency. 

In 1940 the accidents to American workmen alone caused 44,000 
deaths and 3,500,000 disabling injuries. Mind you, these were not all 
incurred on the job. 1,400,000 workers were injured while working 
but 2,100,000 injuries were suffered by the workers while at home or 
in the street. The loss of working time by reason of these civilian 
casualties reached the huge total of 420,000,000 man days. How much 
war effort and fighting equipment does this represent? This time lost 
by accident would have built 60 battleships or 40,000 bombers or 260,000 
light tanks. This record of 1940 is bad enough but we must also face 
the fact that these accidents show a sharp increase in 1941. We may 
end the year with nearly 55,000 worker fatalities. The reduction of this 
terrible waste of manpower and loss of fighting strength is our safety 
task here on the home front. 
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In the leisurely times of peace we were able to survive this terrific 


this wastage of raw material and wrecking of machinery and tools. 
But in the present fierce competition of war, when nations who cannot 
meet 


This is the darker side of our picture. But there is another brighter 
side and it offers quite a different view. - America is aroused 


life or theirs is doomed to perish. We know which is doomed. But 
insurance men, one of the practical common sense 

teday is: How can our profession best apply its experience and 
efficiency to this task of stepping up manpower and decreasing accidents 
you already know, namely, that even prior to the inception of the 
organized accident prevention movement in this country, some thirty 
years ago, the casualty companies recognized the vital part which preven- 
tion should play in the successful conduct of the casualty insurance 
business. To that end, Engineering and Inspection Departments were 
organized and date back for many, many years. With each succeeding 
year, those departments have been expanded and made more efficient until 
today we see a vast network of highly trained engineers, inspectors and 
educators, working with their assured in the conservation of manpower. 
Later in this address, I will show how fortunate it is for our Victory 
Program that this small army of technicians is in existence and already 
rendering valuable assistance to our government and the many defense 
industries. Too much praise can not be given to our fire and casualty 
companies for the lives and money they have saved 
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work of the National Safety Council and many other agencies, national 
and local, dedicated to programs of accident prevention. Insurance has 
always been in the front rank of the Safety Army. 

As time passed, and particularly as the automobile became a real 
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these same companies were taking a keen and active interest in the oe 
factor in our lives, those companier with whom I am associated, came ) : 
to recognize the fact that their interest in the prevention of accidents ae 
was not only one of business, but in the final analysis, was more than | 
= that. This interest became a public one in that these comparies were 
serving as trustees for vast sums of money placed with them annually : 
by literally hundreds of thousands of individuals and companies as a 
protection against -loss. The companies realized that as a part of this 


stewardship, it was their obligation not only to satisfy claims but to 
conserve these funds through a constant campaign for an improvement 
in the accident experience. 

As a result, bit by bit, the stock casualty insurance companies began 
a cooperative program under the name of no one company but as their 
joint contribution to the national safety movement. This work gradually 
expanded until five yeare ago it had reached such proportions that the 
National Conservation Bureau was organized as the Accident Prevention 
Division of the Association of Casualty and Surety Executives. This 
Association, may I say, includes sixty-two of the largest capital stock 
casualty and surety organizations doing business in this country. 

It will not be my purpose to go into great detail in telling you of the 
work of the National Conservation Bureau which operates in a strictly 
non-commercial manner. However, inasmuch as our entire program is 
aimed at the conservation of men and materials, and therefore, is 
additionally appropriate today, I think you will be interested in hearing 
briefly of the manner in which we are organized, our principal objectives 
and then something of the manner in which our program automatically 
fits into the war effort. Lastly, I will want to tell you of the ways in 
which the Bureau and our Member Companies are already giving 
valuable assistance to the Government. 

First, the Conservation Bureau is organized under four different 
Divisions, Industrial, Education, Traffic and Special Service. Each of 
these Divisions is headed by a Director, charged with the responsibility 
of directing a program with three spearheads of activity. These are: 

. Assistance to and cooperation with member companies in their 

efforts to reduce the accident toll ; 

2. Encouragement of and cooperation with safety efforts of official 

and unofficial organizations and groups; 

3. Direct and independent safety activities. 

The Conservation Bureau subjects many types of accident hazards to 
exhaustive study through research and in the field. Accident prevention 
rules and regulations are elaborated, revised and modernized and pub- 
lished in many forms. Safety standards of various kinds are formulated 
for the needs of community, state and federal authorities. Teachers, 
schools, colleges, community and adult groups and the general public 
are advised and assisted in the promotion of safety consciousness. Text- 
books and pamphlets on industrial, traffic, home and school safety, safety 
education courses, radio and publicity material are but a few of the 
media employed. 

Recognizing that the training of school teachers to teach safety is an 
outstanding and urgent need in the safety education field, the Associa- 
tion of Casualty and Surety Executives, through the National Con- 
servation Bureau in 1938 established the Center for Safety Education 
at New York University. Funds for carrying on the work of the Center 
are provided through the Nations! Conservation Bureau in the form of 
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an annual grant. In addition to Fellowships for advanced students, the 
Center carries on much safety educational research work and further- 
more, carries its work far into the field. In the last three years 39 states 
have been represented in the student body at the Center. 
Another activity in which the National Conservation Bureau has 
pioneered is that of Youth Driver Education. For many years, we have 
the desirability of developing proper attitudes, as well as 
good road habits in the minds of our young people to the end that from 


the very beginning of their driving experience they will be possessed of 
a better understanding of their responsibilities as drivers. This work is 


years of cooperation with the American Standards Association, the 
Conservation Bureau has assisted in the development of a large number 
of these Codes. Today our representatives are serving on approximately 


our program has also kept pace 
with developments and only this year we completed and published in 
cooperation with the Institute of Traffic Engineers, the first Traffic 
Engineering Handbook ever developed in this country. 

The Bureau also cooperates with organizations as The American Asso- 
ciation of Motor Vehicle Administrators, The Interstate Commerce Com- 
mission, The Public Roads Administration, and countless other groups. 

Periodic inspection of motor vehicles by state and municipalities 
takes on an added significance today because of the curtailment in the 
production of automobiles, tires and parts. For the next few years, the 
lives of cars will lengthen greatly and it obviously follows that more 
attention must be given to their mechanical fitness. In the field of 
Periodic Inspection, it is a satisfaction to tell you that here again our 
Association pioneered as one of the two sponsors of the American 
Standard Code for Motor Vehicle Inspection. A staff representative 
devoted his entire time to this project for over two years. 

This brief description of a few of our activities indicates how the 
normal program of the Conservation Bureau automatically fits into 
our present National Program of Production—with manpower as the 
keystone of the arch. 

May I now refer briefly to a few of the ways in which the Insurance 
Industry is assisting the Government at the present time. The first and 
most important of these is the “Insurance Committee for the Protection 
of Industrial Defense Plants.” This committee was organized almost a 
year ago and represents over 400 Stock and Mutual, Fire and Casualty 
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be interested to know that our high school textbook, “Man and the fale 
Motor Car,” is being used in thousands of schools throughout the 
country. Over 200,000 copies of the book had been distributed in the oe 
last few years. With the lowering of the draft age, many a young man oe 
who has undergone this preliminary high school training will indeed f 
find it an asset in his Army experience. be 
In the industrial field, Safety Codes are an essential and through “a 
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Companies. It maintains a Washington Office known as the “National 
Bureau for Industrial Protection,” which serves as a liaison between 
government departments and the insurance companies in the collection 
and redistribution of Inspection Reports on Defense Industries. Through 
this activity, voluntarily inaugurated by the companies and not the 
result of governmental compulsion, our industry is rendering a signal 
service to our government and to the conservation of manpower. 

It has been the privilege of the National Conservation Bureau to 
furnish to this committee the services of the Director of its Industrial 
Division who is now stationed in Washington, managing the Casualty 
Division of the committee’s work. 

Another activity of the Insurance Committee consists of cooperation 
with The Office of Civilian Defense in the preparation of various 
Industrial Standards. 

The National Conservation Bureau is also actively cooperating with 
the National Traffic Advisory Committee to the War Department, with 
subsidiary groups in each of the 48 states. Likewise we are assisting 
The American Standards Association in the development of Emergency 
Defense Codes. 

Special attention is also being given to the development of literature 
to combat accidents to workers when they are “off-the-job.” 

And aside from all these and other items which could be mentioned, 
aside from all our cooperative activity, remember that every facility of 
each of our member companies is directed to the Victory Program. 

The task of reorganizing our entire industrial system, stepping up 
efficiency, reducing its human and material wastage, and gearing it 
to 
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and tears” keep up these hammer blows of trained men and materials. 


speechmaking ; i 
to the way of life, liberty and human happiness, which our forefathers 


I have shown the industrial front is no less vital. The part of the 
insurance fraternity, therefore, is one of deep responsibility and splendid 
service, which is most essential to the maintenance of our manpower, 
the production of our munitions and the ultimate goal—Victory. To 
that great task we consecrate ourselves, and all that we have and are. 
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THE RISK OF ARSON 
By A. Bruce 


Mr. Chairmen and Gentlemen: 


I am sure that it will make most of you fellows feel at home to tell 
you that when I looked up today’s assignment I was surprised to find 
that my subject was the risk of arson. Being of a suspicious disposition, 
I wondered if among you there was anyone who was contemplating 
offending against the state laws and who desired to find out how he 
might safely go about it. On reflection, however, I found that while we 
have among our convicted arsonists men of almost every profession, we 
have no teachers of insurance so far. (Laughter.) 

The risk of arson is much less today than it has been at any time for 
many years, and I think the immediate future is a promising one. 

The National Board of Fire Underwriters celebrated its seventy-fifth 
anniversary this year. When it was founded, it had four specific 
purposes in addition to the general one of doing good for everybody and 
keeping down evil. The only one of those specific purposes which remains 
today is that of combining effective measures for the investigation and 
suppression of arson and incendiary fires. 

At the time that the National Board was formed—according to what 
I have found in the records—the reason given as one of the causes for 
the arson work was the destructive spirit engendered by four years of 
war which was showing itself in a wave of incendiarism. That was just 
after the Civil War. 

I also found that estimates were given by responsible officers of insur- 
ance companies that fifty per cent of the fire losses were due to arson. 
That doesn’t mean fifty per cent of the fires in number but fifty per cent 
in dollar losses. 

Fifteen or twenty years ago it was the belief of many persons who had 
had experience in this sort of thing that as high as fifty per cent of the 
fires were due to incendiaries. It is my belief that that was much too 
high, but I would say that fifteen years ago from fifteen to twenty per 
cent of the dollar loss might well be attributed to incendiarism. There 
were fire marshals and chiefs of police of large cities who had made 
written statements that fifty per cent of their losses were due to 
incendiarism. The Chairman of the New York Board of Fire Under- 
writers Loss Committee said that he believed that ninety per cent of the 
fires in this city in dollar value were due to incendiarism. 

However that may be, it was a very serious situation, and it presented 
several difficulties. The first difficulty was with respect to the law 
governing prosecutions for arson. Arson originally was only the burning 
of the home or the adjacent buildings, and you come down now to the 
fact that the burning of any building is arson. The law in the various 
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states was in a confused condition. Prosecutions were difficult because 
of technical differences in many states. A man who had the right of 
occupancy could not be prosecuted for arson. A man had a right to 
burn his home and his own property, and the courts of several states 
held that the right of occupancy took away the possibility of prosecutions 
for arson. 

About twenty years ago, the National Board began a campaign with 
the assistance of the fire chiefs of the country and the various organiza- 
tions interested in fire prevention to bring about a better condition with 
respect to the criminal statutes governing arson. Today, thirty-nine 
states out of all of our states have what is called the model arson law 
which does make the burning of almost any property arson. 

Another difficulty in the way of the prosecution of arson was that in 
many places it was not regarded as an offense against the state but as a 
private fight between an insurance company and one of its policy 
holders over whether or not a loss should be paid. 

However, a great deal of educational work has been done until today 
I believe that most of our citizens realize that those who are honest and 
pay their premiums and have no incendiary fires are the people who 
pay the losses of those who do have incendiary fires. In the last ten or 
fifteen years there has been a tremendous improvement in the attitude 
of prosecuting attorneys the country over in dealing with prosecutions 
of this kind. 

They are difficult prosecutions. Arson is a peculiar crime. It is almost 
the only crime in which there is no complaining witness. In a murder, 
a robbery, a theft, an embezzlement, you usually have somebody who 
comes in and tells you the facts which establish the commission of the 
crime, but the great difficulty in fifty per cent of the arson cases is to 
prove that a crime has been committed. You can’t get anywhere until 
you prove the fire was incendiary. There is a legal presumption that a 
fire is an accidental fire, and you must overcome that presumption and 
establish the corpus delicti before you can go anywhere in an arson case. 
away with the evidence of incendiarism, you can appreciate that that 
is a difficult thing. 

Then, arson is hardly ever a crime committed in the heat of passion. 
It is a cold-blooded, long planned affair. Everything is prepared, move- 
ments are covered, and everything that can be done by the person 
contemplating the fire to escape and remember things is done. 

It is a crime of adults. The Federal Bureau of Investigation gets out 
criminal statistics which show that the average age of the criminals who 
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are over fifty years of age and in burglary only two and two-tenths, and 
in automobile thefts it is only eight-tenths of one per cent. 

We had a case in which a man over seventy was convicted of arson, 
and in his confession he admitted that he had been setting fires for 
forty-five years. 

In arson about eight per cent of the persons convicted are women. 

Arson has another peculiarity in that in contrast with other crimes 
against property, it is a much more serious offense in dollars and cents. 
Averages from criminal statistics which I looked up a year or so ago 
showed that the average value in robbery was $89.36, in burglary it was 
$59.19, in larceny it was $29.37. However, any incendiary fire neces- 
sarily does hundreds of dollars of damage. It is set for the purpose 
usually of destroying merchandise. Most incendiary fires are not 
Most of them are set to destroy personal 
property, and they do hundreds of thousands of dollars of damage. 
They burn quickly and even with an efficient fire department hundreds 
of dollars are lost. Unlike a burglary or a robbery or a larceny, in a 
fire there is total destruction ; there is an economic loss that cannct be 
replaced. In these other crimes there is not a change of ownership but 
a change of possession and the thing itself continues. So that arson is 
a very serious crime in the values that it destroys. 

It is further serious because in a considerable number of cases human 
lives are lost. So that arson destroys not only property but human lives. 
Every year we have a few cases in which arsonists are prosecuted for 
murder because they have caused the death of someone in the fire they 
set. Just the other day a man was sentenced for murder by arson in 
New Jersey. 

Another difficulty in the arson prosecutions is the lay prejudice 
against circumstantial evidence, and quite naturally in nearly every 
arson case the evidence is circumstantial. It is just as good as direct 
evidence, but most jurors don’t take that view unless they are willing to 
follow what the Court says about the law. As a matter of fact, some 
of our leading jurists have said that they believe more persons are 
wrongly convicted where the evidence is direct than where it is circum- 
stantial, because it is not a difficult matter to persuade possibly one or 
two persons to give false testimony directly. However, where we have 
to build up a chain of circumstances by a large number of witnesses the 
chances of intentional wrong testimony are lessened. 

The real extent of arson is possibly shown—and the change—by the 
records of arrests and convictions. I think our records cover about 
eighty per cent of the cases in the country. We do not include the 


burning of automobiles, and of course there are a good many cases in 
which we do not have any part or learn of the facts. We check our 
figures with those of the Federal Bureau of Investigation. The greatest 


arson arrests was in 1932 when there were 1,544. The least 
atrests in recent years was 635 in 1936. The most 
convictions were also in 1932 when there were 580 convictions. The least 


| 
4 
xX 


number of convictions was in 1936 when there were 297. In the last 
three years, the convictions have been 379, 343, and 350, which shows a 
tremendous decrease since the period of about ten years ago. 

I think that the decrease is to be attributed to a number of different 
causes, Of course, everybody knows what economic conditions were like 
beginning in the fall of 1929 and continuing for a few years, and that 
had a very marked effect on incendiary fires. I am told by people who 
are supposed to know something about it that the safest class of insurance 
risk is the home owner. They own their own homes and yet during the 
period from 1931 to 1932 there was a thirty per cent increase in that 
kind of fire. 

The improvement in economic conditions, the Federal Mortgage Loan 
money that was made available, and the efficient prosecution of organized 
arson which had quite a spurt about ten years ago had a great deal to 
do with it. I think to give you some illustration of what I mean about 
organized arson I might tell you just briefly of one or two of the larger 
cases. I think that even teachers of insurance may not realize the extent 
to which arson had grown as a business and the way it was looked at by 
many people in the insurance business in one form or another. 

The ordinary method of making an investigation of an arson case was 
to go to the fire and see what could be seen there and then to interview 
the people interested in the loss. That method was not very productive 
of results because in so many cases there was nothing to be shown by 
examining the ruins, and the insured were schooled not to talk. So that 
instead of finding out who had set an individual fire, the plan was 
adopted to make a sort of manhunt to find out who the people were that 
would be interested in a series of incendiary fires. These became so bad 
in Brooklyn for instance that numbers of our companies were considering 
withdrawing the writing of insurance there altogether. 

Investigation showed that people known as public adjusters in the 
metropolitan areas all over the country were the ones greatly interested 
in fires. This was quite a logical situation because in order to become a 
public adjuster in the State of New York you had to apply for a license 
and pay twenty-five dollars. If you could get the representation of an 
assured you asked for ten per cent of his loss, and you can imagine that 
there was no other way by which men without any particularly adequate 
training or education could so readily make a good living. A man who 
would get a loss of $3,000 once a month would have an income of $300, 
and he probably could not earn half that amount any other way. 

In any fire in metropolitan New York and in other places, it was 
very difficult often to get through to the scene of the fire because of the 
public adjusters besieging the assured for the right to represent him. 
~ It was quite natural that fires were not enough to go around, and the 
easiest way to be sure of getting the contract of adjustment was to supply 
the man to set the fire, and 60 it came about that a firm of public 
adjusters which occupied a complete floor of an office building at 50 
Court Street—it had thirteen partners—had two or three firebugs in its 
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33 
employ. It was testified during the trial of one of the cases by one of 
the employees of the firm that he was asked by the head of the firm to 
take charge of the Department of Arranged Fires. The man who was 
the president, but who actually was the second person so far as authority 
was concerned, is still in one of our penitentiaries, and he told me in 
Sing Sing that when they wanted to have a meeting to discuss arranged 


room on either side. He said that when he came into the business, the 
matter of having fires set seemed to be taken for granted by everybody, 
and even though he was president of his synagogue and even though he 
was president of the Borough Hall Boys, a political organization of 
some prominence in Brooklyn, the idea of it being a serious crime had 
never really hit him until he was arrested. <3 

The apprehension of the firebugs came about largely in those kinds ; 
of cases by reason of watch kept on the public adjusters and their 
associates. 

In this particular case, a series of fires took place in Brooklyn. There 
seemed to be a connection in that the mortgagee and the mortgagor were 
of a certain family—one would be a brother-in-law of the other, or one 
was a cousin of the other—and they all took place in the same general 
territory. 

We had one of our agents move in to that neighborhood with his wife 
to take a chance on seeing what he could pick up in neighborhood gossip 
about these fires which were in number and frequency sufficient to arouse 
some local comment. He hadn’t been there very long before his wife 
went down to the corner store—a little stationery and what-not.store— 
and talked with the proprietor. Very soon he began to tell his troubles. 
He said, “I really don’t know what to do. I can’t make up my mind 
whether to have a fire or go into bankruptcy.” 

When she got home, she told her husband about it, and in a few days 
he went down and talked with the man who ran the store. He told him, 
“I know all about bankruptcy, but how in the world can you have a fire?” 

The fellow said, “It is very simple; you just call up your broker.” 

He went away after some more conversation. He came back within a 
few days and told the man who ran the store that it was a strange thing 
but he had run into his brother-in-law who had a place of business and 
he was in the same situation that the stationery man was in. He just 
didn’t know which way to turn and this idea of a fire had struck him 
rather favorably. The fellow said, “All right. I will introduce you to 
my broker on the telephone.” 

He called up and introduced him to his broker. The broker told him 
to come right over, that they had the best “mechanic” in New York and 
they would be glad to see what could be done. 

He went over and met and talked with the broker. However, the 
broker would not introduce his “mechanic.” We spent considerable 
time following this broker to see who was the torch. We followed the 
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wrong man for a while, but ultimately we found the right man, who 
proved to be Samuel Scoblow who has since acquired quite a bit of 
fame as a firebug. 

While we were watching Scoblow, the editor of one of our papers 
here—the New York Journal—called me up and said that a fellow had 
come in to see him who had been in a firebug ring and who wanted to 
get out of it. He hadn’t been treated right, and he was also a bit 
remorseful. The editor wanted to send this man to me if he would get 
the first break on the story. 

I met the man at a private office and talked with him. The upshot of 
it was that the firebug with whom he was working was Scoblow, and 
the insurance brokers for whom he was working was the firm I described 
to you. 

We followed Scoblow, and we found him rather easy to follow because 
he was nearly always accompanied by a blonde—a very helpful blonde. 

There was a funny incident which showed the attitude of mind toward 
the crime of arson. It happened while we were following Scoblow and 
the blonde. 

One day Scoblow went to the St. George Hotel over in Brooklyn 
followed by a former F. B. I. agent, Al Weitsman. Scoblow went up in 
the elevator. Al tried to make himself look like a guest in the lobby, 
but in a few minutes Scoblow walked over to him and said, “You have 
been following me.” 

Of course, Al denied it, but Scoblow said, “I have seen you following 
me. I will tell you what to do. You come right up to the room and I 
will sign an affidavit and the girl will sign an affidavit and the son of a 
gun can have the divorce.” (Laughter.) 

It shows the relative importance of some things in some persons’ minds. 

In order to convince our agent of the efficiency of the “mechanic’s” 
work, the broker showed him a number of fires which he had set, and 
in looking over our records they were shown to be suspicious fires where 
serious damage had been done. 

The broker was then introduced to the “brother-in-law” who was 
another agent, and while the “brother-in-law” was satisfied with the 
“mechanic’s” ability, he was afraid of blackmail. So the broker forth- 
with agreed to introduce him to some of his satisfied customers. 

The broker took him to a lady who ran an ice cream parlor and she 
assured him—the agent—that Mr. Scoblow was not only efficient, he 
had also been very comforting. In fact, when he brought his bag of 
material there he had brought « blonde woman with him who advised 
her that ehe had nothing to fear, that he set fires all the time and nothing 
ever came of them, and that she was perfectly safe. 

She asked him what time the fire would be and he told her it would 
be at four in the morning. She couldn’t sleep that night, and just after 
the clock struck four she heard the fire engines go by. 

She had an entirely satisfactory experience with him. She had received 
a telegram from him telling her that things were all right. She had 
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received that telegram after the fire, and that telegram was very helpful 
to us. As you know, in this state no one can be convicted of a felony on 
the testimony of an accomplice unless there be other evidence, and a real 
piece of evidence like a telegram was very helpful. 

That investigation went on in that way until we were able to catch 
Scoblow in the act of setting a fire in an apartment house where there 
were twenty-eight families, young children, and everything else. It was 
perfectly safe though because he always used a delayed time candle. 

He then confessed to some sixty fires. He had a remarkable memory, 
and it was due to his confession that the members of this firm of public 
adjusters and s large number of others, a doctor and some others, were 
convicted and sent to the penitentiary. 

In connection with a series of fires taking place in an Italian district, 
Scoblow told us who the Italian firebug was because he was also employed 
by this firm of adjusters. Not having an Italian man i 
available, we borrowed a man from the Bureau of Narcotics. He moved 
into the house adjoining the firebug with no other disguise than an 
Arkansas license on his car which we had gotten by mail. 
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fire 
approached by this fellow. 
Immediately, the partnership was off, because Rocco had said nothing 


tell when were arrested because there were an awful lot of people 
being for arson, but neither would go to the home of the other. 
However, both of them accepted our agent’s cordial invitation to 


his blue Buick, had been seen near the macaroni place. He knew one of 
the girls in the office had seen it, and they talked at great length: 

We were interested in Rocco’s tale of what he was going to do to the 
police when they picked him up; no one or two of them was going to be 
able to handle him. He went on at great length. He was sure of that. 

The two of them explained to our agent, who was very dull about it, 
just how a fire could be set, what they did, and all that kind 


the 
house to dinner, and they were served a most delightful dinner. ; 
agent said to the firebug that it was the best macaroni he had ever oe 
eaten. The firebug was very happy at that, and he offered to give him 
some of that brand. He took him out and showed him cartons of it, and 
he gave him a carton. The macaroni was a special brand of a certain 
j company which had just had a very serious fire. | 
When the Scoblow arrests were going on, these Italians got a bit 3 
nervous. In the meantime, two of them—Nicholas Nicotera, a public 3 
adjuster, and Rocco Palamara, an interior decorator who was a firebug, d 
were approached by someone who had $3,000 insurance on his furniture, : 
to Nick about this fire, and either they were partners or were not partners, a 
so they stopped speaking. Their friends, however, suggested to them that BR 5a) 
they ought to get together and make up the stories they were going to 
his apartment, and there they taiked into recording machine anc 4 
told all of their stories of what they feared. One feared that his Buick, — 
3 
xt 


The Fire Marshal, Mr. Brophy, and myself were in the apartment above 
and we could hear it all, and Mr. Brophy was particularly pleased when 
Nicotera said that the police were nothing, and when the other fellow 
asked how about Brophy he answered calling Brophy a name which in 


the N 

Judge Sweeney—had about six or eight of his big fellows present, and 
Rocco was put down beside the machine and it back 
where Rocco described what he was going to do to the police when he 
was arrested. He sat there and he looked up a bit and said, “Well, that 
is me, all right.” He confessed without difficulty as did the others. 
They all pleaded guilty and served their time. 

That is an illustration of the secon second largest case 


nothing in this country which would excite or arouse the antagonism of 

our peo I think they were a little brighter this time in Berlin than 

in the last war. I know that high Government officials have 

knew that it was the settled policy of Germany and there 

nothing much in the way of sabotage to be expected here until the 
German Government’s policy changed. 

They did believe that when it did change we might see a much more 
efficient campaign of sabotage than we had seen during the World War, 
but I doubt that for the reason that I believe our industries are better 
prepared than they ever have been. The Government’s agencies are 
more keenly on the job and have had more extensive preparation; the 
individual plants have done the same thing. 

Arson in industry is not an easy thing. In order to have a successful 

industrial plant, conditions of carelessness are required which 
to exist at all because of the danger of accidental fires. 

I believe that our industries are more keenly alive today to the danger 

take more effective means of fire prevention, more effective 
methods of coping with fire than ever before. 


radical labor organizations there might be found the organization which 
would be necessary to successful fires in industrial plants, but I think 
that is all changed. 
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ee Brophy threw his chest out as though he had received a medal to be so 

described by a firebug. 

Bagh At any event, these fellows were rounded up after the records were 

he cases hicago were larger. here were @ LOL ©. 

on interesting and funny things, but it would take too long to tell you 

eet any more about them, but as a result of those kinds of cases, there is g 
Ane very little left of organized arson; I believe that it has been almost ‘ 
extinguished. 

ayy I think you might be interested in what we think about arson in 

tan defense industries. I don’t think we are going to have any for several a 
Goes reasons. I think that during the period up to the time of our entry 

oo into the war it was the settled policy of the German Government to do 

a I had some fear a few weeks back that possibly in some of our more 


BISK OF ARSON 37 
You may remember that we had some difficulty with the I. W. W. in 
the last war, but I don’t believe we are going to see any great amount 
of arson outside of sabotage in that the normal causes for arson which 
are financial profit are not present. The industries are all doing well. 
Commodities are rising in price, and no merchant has a fire today when 
he thinks his goods are going to be worth more to him tomorrow. 

I believe that we are in for a period of lessening arson rather than 


agent. We have had none in the United States a little case of a 
young boy down in the Martin plant, but that was no fire. 

I don’t believe that we are going to have any great trouble, but that 
doesn’t mean that we shouldn’t continue the most strenuous efforts in the 
way of prevention and in the anticipation of this sort of thing. 

Like any student who is not well prepared, I could continue to talk 
generalities for a long time, but I think I have covered the subject some- 
what and I will be glad to try to answer any questions that are not 
over my head. (Applause.) 

CHarrnMAN JOHNSON: Thank you very much for a very interesting 
discussion. Are there any questions? 

Question: Is it a fact that fire loss rates have been increasing in the 
last four or five months? 


Mr. Bretaskr: No, there has been no change in the rate, but the 
number of fires in dollars and cents has gone up in the last few months. 
We have had more, mostly due to the number of very large fires we have 
had, like the Firestone fire, which was a very large fire. One of our noted 
commentators over the newsreel immediately attributed it to sabotage, 
notwithstanding the fact that there were seven people who knew how it 
started, and that the loss was due to human factors. I think some 
executive ought to have been spanked for permitting a storage of such 
material in the places and in the quantities in which it was stored. 
Secondly, the men who discovered the fire waited twenty minutes before 
summoning aid. Thirdly, just about the time the fire had some chance 
of being controlled, the watchman, desiring to avoid further water dam- 
age, shut off the sprinkler system. 

Quzstion: How do you explain the rise in fire loss rates under 
present good conditions as respects arson and other causes for fire? 

Mr. Breraski: In just about the same way that Mr. Harvey under- 
took to explain the accident rates. It is the increased number of persons 
engaged in activities who are green—they are called back because they 
were skillful once, but they are not so skillful now. I think that 
unquestionably had a lot to do with some of the powder explosions, plus 


if 


| 
; 
| 
} ] 
} 
i 
XI 


38 THE AMERICAN ASSOC, OF UNIV. TEACHERS OF INSURANCE 


of goods which drop in value. Do you remember the drop in silk 
values ? Anybody who was caught with a lot of silk was a likely subject 
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MARINE INSURANCE IN A WORLD AT WAR 
By D. WINTER 


It is somewhat difficult to relate the subject of loss prevention to the 
field of marine insurance, particularly in a world at war. To no branch 
of insurance do conditions arising out of international conflict come with 
greater impact than in the field of marine insurance. Nor is the possi- 
bility of preventing loss by any effirmative action anywhere less than in 
this same field. There is little that can be done to avoid capture or 
seizure or destruction by an enemy if fair opportunity presents itself to 
him. Ships are not built to withstand the assaults of torpedoes or aerial 
bombs or gunfire. Warships are built for this purpose, but the merchant 
fleets of the world are designed for commerce in a world where inter- 
national friendship exists. Nevertheless in a world at war these same 
merchant ships must play their part and carry on trade in waters subject 
to all the marine hazards of peacetime and the additional, and often- 
times unknown, hazards of ships of war on the ocean, under the ocean 
and in the air, and of waterways strewn with mines along coasts on 
which all the aids to navigation have been removed or blotted out. 

It is not a happy picture and is one that results in commercial under- 
writers being in the position where they must say: “There are certain 
hazards too great for us to insure at commercially usable rates.” And so 
we find subsidized government agencies assuming the burden of these 
uninsurable hazards, or commercial underwriters limiting the scope of 
their insurance to cover only those hazards that they believe they can 
reasonably assume. Accordingly, in a world at war the marine under- 
writer refuses to insure goods against war risks before they are on board 
the ocean vessel and after discharge from the overseas vessel at destina- 
tion. He refuses to insure against capture or seizure by the British 
Government or its Allies in certain geographical areas. He refuses to 
insure against confiscation, requisition or preemption by government 
decree. In short, he honestly says that he can not insure against hazards, 
the impact of which is of catastrophic proportion; or in other words, 
which involve many risks at the same time and in the same event. This 
is loss prevention of a kind but from the underwriter’s point of view it is 
loss avoidance, because loss prevention is not possible. 

It is true that as the perils of war develop, counter-measures to prevent 
or avoid loss are devised. Thus the magnetic mine—a new device of this 
war—is quickly followed by the De Gaussing of ships to neutralize this 
type of mine. On the other hand the radio, with its many applications 
in the safe navigation of ships, is ordinarily sealed, and lighthouses and 
beacon lights are blackened out, and the clock of navigation is turned 
back a hundred years. Voyages are unduly prolonged and customary 
routes, of necessity, are abandoned and longer and less satisfactory routes 
are substituted to the detriment of cargoes perishable in their nature. 
(39) 
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The war will end some day, and out of the wreckage of a broken world 
will be gathered the fragments that remain. Some of these fragments 
will be lessons learned in the carrying on of overseas commerce in times 
of stress that can be translated into improved operation of ships in the 

ime that will follow. 

It will therefore be profitable for us to examine some of the loss pre- 
ventive measures that have been developed during the present century, 
many of which were conceived or developed during the last world war. 

Marine insurance falls into three general classes: first, hull insurance ; 
second, cargo insurance ; and third, freight insurance or the insurance of 
risks pertaining to the money paid for the carriage of the cargo. As 
there are no loss preventive measures that apply solely to these freight 
interests, the discussion will be confined to hazards to which hulls and 
cargoes are exposed. Loss preventive measures applying to the hull will 
be considered first. 

As far back as recorded history relates, the outstanding cause of loss 
at sea was the overloading of vessels. The first known form of marine 
indemnity was general average, a system, as you know, which in its first 
application provided for the sharing of the loss of cargo jettisoned in 
order to lighten the ship and so save the whole venture. This desire on 
the part of shipowners to earn more freight money by carrying more 
cargo than the ship would safely bear, persisted through the years until 
Samuel Plimsoll convinced the English Parliament that vessels were 
putting to sea dangerously overloaded, with consequent loss of life and 
property. Legislation was passed in 1876 providing that all British 
vessels over a certain size should be measured for freeboard and a mark, 
now known as the “Plimsoll Mark” be cut in and painted on the side of 
each vessel at the middle of its length. Other countries slowly adopted 
similar regulations, but it was not until March 2, 1929, that an American 
load line law was passed which became effective eighteen months later 
with respect to vessels of 250 gross tons or over, loading for foreign 
voyages by sea. Since that time further legislation has been enacted 
extending the application of the load line to practically all American 
vessels in all trades. 

Perhaps the second great cause of marine loss over the years was the 
building of ships poorly constructed to withstand the perils to which they 
were exposed on the high seas. In the early days of overseas commerce 
there were no standards to which ships were built. In 1764 the first 
“hook” that gave underwriters opinions of vessels in coded form was 
brought out by British underwriters. Since then in England, America 
and other commercial nations, government-sponsored organizations, 
known as “Classification Societies,” have established rules for the build- 
ing of ships and for the testing of the materials used, and for the super- 
vision and upkeep of vessels so that they may be “classed” and maintained 
in class. This supervision extends to the motive power of classed vessels. 
Thus the classification of a vessel corresponds in some measure to the 
laboratory approval of fire underwriters. The listing of a vessel in one 
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of the classification books, such as the American Record or Lloyd’s Regis- 
ter, certifying that the vessel has been built to the requirements and under 
the inspection of the classification society issuing the Record or Register, 
is prima facie evidence of satisfactory construction. 

The third great cause of marine loss is fire. Perhaps in no field of 
marine loss prevention had less progress been made until very recent 
years, than in fire prevention at sea. The bulkheading of ships and the 
dividing of them into numerous compartments, in order to prevent sink- 
ing in the event of collision, had, it is true, accomplished a secondary 
purpose in the confining of fire to a single hold in many cases. However, 
a fire well started in a hot burning cargo frequently burned through a 
wooden bulkhead or carried through a steel bulkhead. In the case of 
passenger vessels, where there were no fire stops in the passenger quarters, 
a vessel once well on fire was apt to become a total loss. 

Various devices were considered and tried for the prevention of fire, 
but in many cases, as in that of the use of fireproofed wood, the expense 
of installation and the increased weight of the structure made such 
efforts commercially impracticable. It must always be remembered that 
an added ton in the weight of the vessel itself means one less ton of 
cargo that can be carried. Ships are buiit to earn money and not merely 
to sail the seas. The loss of the Steamer Morro Castle in 1934 drew 
particular attention to the hazard of fire at sea, following closely as it 
did the destruction by fire of a number of other large passenger ships of 
foreign flags, such as “L’Atlantique” and the “Georges Philippar.” 
Legislation was passed requiring new standards for the building of ships. 
To satisfy these new standards improved methods of construction and 
fireproofing have been devised, so that the new American fleet being built 
for the Maritime Commission represents the safest ships afloat today. 

In addition to these improvements in the construction of ships many 
devices have been perfected for the safer navigation of vessels. Most 
important of these is the application of radio to direction finding. The 
submarine signal, a device for picking up the location of sound buoys, 
has been used for many years, while the fathometer, an instrument for 
determining the depth of water under a ship, has proved of great value 
in the navigation of shoal waters. The gyroscope compass, or the metal 
mike, has enabled the ship to be kept on a true course without human 
aid. Perhaps the least explored hazard is that of fog, but some progress 
has been made in piercing this veil through the use of infra-red rays. 

These are but some of the devices that have made navigation by sea 
less dangerous than it was at the beginning of the twentieth century and 
doubtless many additional aids are being developed in the present search 
for protection against the enemy at sea. Much could also be told of the 
improvement that has been made in the power units of vessels with the 
perfection of high pressure steam, turbines, electric drives and Diesel- 
powered vessels. These devices, too, add to the safety of life and property 
at sea. 
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While the various improvements already mentioned benefit cargo as 
well as hull, certain other devices have been perfected, primarily for the 
safety of cargo which also aid in the protection of the hull. Fire is the 
chief peril to which cargo is subject. Much debate has been carried on 
as to whether this or that type of cargo is subject to spontaneous ignition. 
It is probably true that some rough cargoes such as fish scrap and soft 
coal will on long voyages, or if improperly ventilated, heat and ignite. 
It may be stated, however, that in general most cargo fires originate 
outside of and not from within the cargo. Perhaps no single cause is 
more responsible than the lighted cigarette carelessly thrown aside by 
the stevedore or crew member when the foreman or mate approaches. 
It was assumed for many years that the numerous fires in burlap and 
jute cargoes from Calcutta were due to spontaneous combustion. When 
the plan of discharging these cargoes under the vigilance of underwriters’ 
inspectors was instituted, the fires ceased. 

The secret of controlling fires, whether on land or sea, is quick detec- 
tion. To accomplish this end at sea, modern ships are equipped with a 
fire detection system which connects, by means of piping, all holds and 
enclosed spaces directly with a smoke-detecting device located on the 
bridge in the navigating room. By means of continuous suction, air is 
drawn from each hold, paint locker and other enclosed space. This 
column of air passes in front of a light. If a fire should break out in any 
space, the smoke would quickly appear in front of the light—on some 
models an alarm would sound—and the Captain would know immediately 
that there was a fire on board and its location. He would then apply the 
second part of this wonderful device, namely, a stream of carbon dioxide 
gas which would be turned into the burning section and the fire quickly 
smothered. 

Sometimes the vessel is not equipped with C 0; gas, particularly if she 
is propelled by steampower, in which case steam is turned into the 
affected area and in time the oxygen content of the air will be so reduced 
that the fire will be smothered. In a number of cases while fires at sea 
have not been extinguished by C 0, gas or steam, they have been kept 
under control until the vessel could make a safe port and the fire 
extinguished with water by the local fire department. 

It is, of course, easier to control a fire if the ship is divided into many 
compartments. The modern multi-compartment ship is not only safer 
from the point of view of sinking, but also from a fire hazard standpoint. 
Following the last war, many ships using the then new Diesel engine 
were constructed on what is known as the shelter deck plan. This 
shelter deck is of lighter construction than the rest of the ship and in 
many cases this shelter deck had no bulkheads. If it had bulkheads, there 
were so-called “tonnage openings” which permitted a fire starting in a 
lower hold to eat into ‘inte the shelter deck, through which it would spread 
without interruption and imperil the whole vessel. These “tonnage 
openings” are unprotected passageways through the bulkheads, which 
make the bulkhead of little use, but from the owners point of view save 
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tonnage dues in passing through the Panama Canal. These decks, 
not fully bulkheaded, are not counted in tonnage measurement of 
vessel for assessing Canal transit charges. As these vessels were 
ith Diesel engines they had no steam and were without any 


openings in the shelter deck bulkheads closed or at least covered 
resisting wood, or wood covered with asbestos sheets. In vessels 


Sprinkler systems are of little value on cargo ships as the holds are 
very deep and are completely filled, when loaded with ordinary cargo, so 
that sprinklers would be of little service if installed. On passenger ships 
where there are many public spaces and corridors, the use of sprinkler 
systems has increased on modern vessels. Another fire preventive measure 
is the use of high ventilator cowls, too high to catch a lighted cigarette 
tossed away by a passenger or a member of the crew. 

Undoubtedly the largest protective measure for the safe preservation 
of ships and cargoes is the work of the inspection bureau of the Board 
of (Marine) Underwriters. For several decades this Board has pioneered 
in the compiling and promulgation of rules for the safe loading and 
stowage of cargoes. For instance, grain is an unstable cargo, and if 
merely poured into the holds of a vessel would shift with the rolling of 
the vessel and under extreme conditions would list and sink the ship. 
Accordingly, rules provide that the holds must be divided fore and aft 
with shifting boards; that double-deck vessels must have wing feeders 
to trim the cargo; that the bulk grain must be held down by boards on 
which are stowed tiers of bagged grain. Unless grain is so loaded under- 
writers will not insure grain cargoes. 

So with the stowage of mixed cargoes, rules are made for the distribu- 
tion of cargo over the holds to provide for its safe carriage. Furthermore, 
the attendance of the underwriters’ surveyor while the vessel is loading 
has a moral effect of great value. When ships are so loaded a certificate 
of inspection is given to the owner on payment of a modest inspection 
fee. A similar work is carried on by the Canadian Board of Underwriters 
and by the British Board of Trade under government auspices. The 
Steamboat Inspection Service of the United States, after long considera- 
tion and hearings, has now promulgated rules for the safe loading of 
cargoes. These rules are in general similar to the Board of Underwriters’ 
rules and have been accepted by the underwriters in so far as they apply, 
the Board reserving freedom of action to supplement these rules where 
conditions arise not covered by the government rules. 

The proper packaging of cargo to withstand the hazards of the con- 
templated voyage is an important element in the prevention of loss in 
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overseas carriage. The goods must be properly protected against moisture, 
breakage, leakage and theft. Some kinds of goods will not warrant the 
cost of a package that will prevent minor losses and so the underwriter 
insures only against losses due to stranding, sinking, fire or collision. 
against any loss due to an 

measure on the knowledge and skill of the Master and crew. After 
vessel sails there is little moral hazard involved. The cargo is out of the 
custody and control of its owner; the ship is solely in the control of the 
Master. There is no opportunity for the cargo owner to injure or destro; 
the cargo, and without collusion between owner and Master the ship is 
not exposed to moral hazards to which fixed property on shore is subject. 
It is therefore very unusual when any question of moral hazard arises in 
a marine loss. 
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THE ROLE OF INSURANCE IN THE DEFENSE PROGRAM 
By Caprain Resse F. Hii 


“The Role of Insurance in the Defense Program” is a subject embracing 
the activities of a number of governmental procurement agencies. It 
would be difficult, if not impossible, for me to analyze and present to you 
in any degree of detail a discussion of this subject insofar as procurement 
agencies of the Federal Government, other than the War Department, are 
concerned. It is with the War Department insurance activities that I have 
been most closely associated and it is mainly around these activities that 
I shall center my remarks tonight. 

In the ordinary course of peace-time procurement activities, insurance 
presented no particular problem to the supply arms and services of the 
War Department. During peace time it has been customary to deal with 
suppliers and contractors by means of the standard Government form of 
lump-sum contract. The interest of the United States under such con- 
tracts has been protected by means of the customary performance and 
payment bonds which are required, and in the majority of cases no 
attempt was made to direct or control the types and amounts of insurance 
which the lump-sum contractors obtained for their protection. 

It has been and still is the policy of the Government not to insure its 
own property. In relatively few cases in the past the War Department 
has entered into lump-sum contracts which additionally provided that 
storage on the premises of the contractor and in his custody, of the 
materials or products to be supplied under the contract, was required. 
In such cases it has been customary for the Government to hold the 
contractor responsible for any losses of property involved until delivery 
and acceptance and to insure this custody obligation by means of policies 
of insurance. 

The vast defense program was thrust upon the United States in the 
summer of 1940, almost without warning, and the objectives established 
for the War Department supply arms and services appeared to be almost 
impossible of attainment. The Selective Service Act had not even been 
adopted by the Congress when the War Department was called upon to 
clothe, house, and provide training facilities for an army of more than 
a million men, and to build factories to supply them with arms and 
ammunition. 

The National Congress recognized that speed was of the utmost impor- 
tance, that contracts would, of necessity, be tremendous in size, of an 
unusual character in many instances and generally far beyond the usual 
capacity of the contractors involved. The many uncertainties inherent 
in any such undertaking which would not ordinarily be in evidence 

(45) 
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during peace-time procurement activities had to be allowed for. The 
Congress prepared the way for these obstacles to be speedily overcome 
by authorizing the use of cost-plus-a-fixed-fee contracts at the discretion 
of the Secretary of War. 

The fundamental general principles underlying the cost-plus-a-fixed-fee 
form of contract are that the managerial services and ability of capable 
firms will be employed to do a job for the Government; that all of the 
costs of the work will be borne by the Government, and that the con- 
tractor will be paid a stipulated fee determined in advance and fixed at 
the time the contract is signed, which fee is to compensate the contractor 
for his services. The type of facilities which the procurement agencies of 
the War Department were required to provide had been drastically 
changed by reason of the lessons learned from the conduct of the war in 
Europe up to that time, and the fixed-fee form of contract was imme- 
diately resorted to in order that the procurement program might proceed 
without any delay due to drastic alterations in plans and specifications 
and in other ways. The use of the cost-plus-a-fixed-fee form of contract 
greatly assisted the War Department in the attainment of the procure- 
ment objectives which had been established. However, with the advent 
of its use came many problems which had not hitherto been encountered. 

The standard cost-plus-a-fixed-fee form of contract in general provides 
among other things that the contractor shall procure and maintain such 
bonds and insurance as the contracting officer may require, and that 
losses and expenses not compensated by insurance or otherwise (including 
settlements made with the written consent of the contracting officer) and 
actually sustained by the contractor in connection with the work and 
found and certified by the contracting officer to be just and reasonable, 
are reimbursable unless such reimbursement is expressly prohibited else- 
where in the contract. 

Since the general tenor of the fixed-fee contract is to place upon the 
United States the responsibility for all costs in connection with the work 
performed under the contract, it was necessary to determine whether any 
insurance ought to be authorized thereunder. 

A careful examination of the problems involved in this situation was 
made and it was determined that the Government’s policy of self- 
insurance should be adhered to insofar as such adherence continued to 
be in the best interests of the United States. 

Since plant protection and plant security sections had already been 
organized and were functioning effectively to safeguard the property of 
the United States involved in the performance of these contracts, it was 
decided that no insurance against loss of property belonging to the 
Government should or would be authorized under the general provisions 
of the fixed-fee contract. 

That part of the examination of the problems which involved the field 
of casualty insurance and service revealed that if the War Department 
undertook to eliminate the workmen’s compensation and liability cover- 
ages, it would be necessary to establish and maintain for a long period 
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of years a large insurance organization within the Department with 
which to effectively control claims arising against cost-plus-a-fixed-fee 
contractors involving personal injuries and damage to the property of 
others. In addition, it would have been necessary to establish as part of 
such an insurance organization for the purpose of keeping the cost at a 
minimum, a large safety engineering corps to supplant the safety work 
— handled by reliable casualty insurance company engineering 
visions. 

Based upon these considerations, it was decided that the War Depart- 
ment should authorize and require fixed-fee contractors to procure and 
maintain workmen’s compensation and employers’ liability insurance, 
comprehensive liability insurance with limits of $50,000 for any one 
person and subject to that limit $100,000 for any one accident and 
comprehensive automobile liability for bodily injury coverage with limits 
of $50,000 for any one person, and $100,000 for any one accident and 
automobile property damage liability coverage with a limit of $5,000 for 
any one accident. 

These limits of insurance were not chosen because it was believed that 
they would be high enough to take care of all claims which might con- 
ceivably arise, but because it was believed that they afforded sufficient 
protection to take care of the majority of claims which might arise, and 
that even in those cases where claims were made for amounts in excess 
of the limits provided, the insurance carrier involved would be sufficiently 
interested to carefully handle the cases in order to afford adequate 
protection for all of those concerned. 

Once having settled upon this program, and after a review of some 
of the policies which had been purchased by fixed-fee contractors, it 
became apparent ‘that the cost of such insurance on the basis of the 
customary rates was excessive. The fixed-fee projects involved were very 
large, and in many cases the contractor was a joint-venturer composed 
of several individual contracting firms which had not previously been 
associated together; the payrolls upon which premiums for the types of 
insurance involved were predicated were enormous, wage scales had 
increased considerably, and bonus and overtime payroll allowances were 
prevalent. All of these factors tended to drastically distort the customary 
premium rates, and even had there been no out-of-the-ordinary factors 
involved other than the tremendous payrolls, the published premium 
rates would have been, in my opinion, inappropriate. 

There was no time available to work out a leisurely solution to this 
problem, and in many states the rates of premium were controlled by 
local boards and bureaus so that requests for deviations from the standard 
rates in all probability would not have been acted upon before some of 
the projects involved had been completed, or were near completion. 
In making this statement, it is not my intention to level any criticism 
at the state officials or the boards and bureaus involved, for they have 
all been most co-operative in this national defense effort. The statement 
is made rather to stress the speed with which these projects were being 
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completed, and to show that it was necessary for some method to be 
adopted by the War Department which would immediately produce the 
desired results. 

In order to bring about some modification of the rates, and at the same 
time eliminate the possibility of any alleged discrimination as between 
insurance carriers, a system of competitive bidding was devised, and in 
January of 1941, fixed-fee contractors were required to obtain bids from 
the different types of insurance carriers involved. The bids were care- 
fully evaluated and the insurance was awarded to the lowest bidder. 

Although this procedure solved the problem to a certain degree insofar 
as the price of the insurance was concerned, there were many disadvan- 
tages to such a system. The evaluation of insurance bids on projects of ° 
the size with which we were dealing required a high degree of technical 
insurance knowledge and experience. It was, therefore, necessary to have 
all such bids forwarded to Washington for final determination. Frequently 
the evaluation of the bids made it desirable from a price standpoint to 
place the workmen’s compensation with one carrier and the liability lines 
with another carrier. This splitting of coverage required close supervision 
of the safety work which was expected, and it was necessary to carefully 
supervise the preparation of the policies in order that the cross liability 
problems involved would be taken care of. Further, due to the fact that 
the rates of premium in many cases were rigidly controlled, even the 
competitive bid system did not bring about the level of premium which 
the War Department sought to attain as a reasonable basis for services 
being rendered. 

The competitive bid system caused the various types of insurance car- 
Tiers to employ all means at their disposal in competing for this business, 
and it soon became apparent that the rates of premium being quoted by 
the carriers, where such rates were not rigidly controlled, were difficult, 
if not impossible, to justify. It is believed that if this system had been 
permitted to continue, the War Department would have been subject to 
serious criticism at a later date by the insurance buying public generally 
for having used its tremendous buying power to bring about a chaotic 
condition in the insurance industry. 

In February, 1941, the Under Secretary of War decided that since this 
was a large, important and highly technical problem with which the War 
Department had to deal, without precedent, it was expedient to appoint 
an impartial committee of insurance experts to advise him concerning 
such matters, this committee to be known as the War Department’s 
Advisory Committee on Insurance. 

The Advisory Committee, composed of Mr. George S. Van Schaick, 
former Superintendent of Insurance for the State of New York, and 
presently Vice-President of the New York Life Insurance Company; 
Doctor 8. S. Huebner, University of Pennsylvania; Professor Ralph H. 
Blanchard, Columbia University, and Professor George K. Gardner, 
Harvard University, had submitted to it for study the entire insurance 
program of the War Department up to that time. After careful consider- 
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is interesting to note that in this report the 
Committee expressed the considered opinion that the War 

should not accept bids from insurance carriers which could not be 
justified, and which might eventually produce insolvency on the part 
of the carriers involved. 

Recognizing that the competitive bid system required a high degree 
of centralization for administrative purposes, and that it might lead to 

ices on the part of the insurance carriers generally which were of 
doubtful value, the War Department, after considerable study, developed 
what is now known as the War Department Insurance Rating Plan. 

Realizing that such a plan involved radical departures from the cus- 
tomary practices of insurance carriers, the Under Secretary of War 
submitted the proposed plan to the Advisory Committee on Insurance 
for study and recommendation. I am proud to say that this Committee 
did yeoman duty, and for some sixty days carefully analyzed and studied 
the problem most assiduously. In the course of its consideration of the 
plan, the Committee had before it in consultation the Superintendent 
of Insurance of New York and several of his deputies, the Chief of the 
Rating Bureau of the New York Insurance Department, the Chief 

of the New York Insurance Department, Actuaries of the 
National Bureau of Casualty and Surety Underwriters, and of the 
American Mutual Alliance, as well as individual casualty actuaries, 
company executives of both stock and mutual fields, and other insurance 
authorities. Upon completion of its study, the Committee concluded that 
the plan was sound and recommended to the Under Secretary of War 
that it be adopted by the War Department as a “practicable and desirable 
method of purchase by the War Department of the types of insurance 
involved.” 

The Under Secretary of War accepted the recommendations of his 
Advisory Committee, and on May 3, 1941, announced the War Depart- 
ment Insurance Rating Plan to all supply arms and services of the War 
Department as a standard basis for the purchase of insurance in connec- 
tion with fixed-fee contracts. Within a short time the plan was adopted 
for use in connection with similar tyr~s of contracts by the Bureau of 
Yards and Docks, Department of the Navy, the Maritime Commission, 


The War Department Insurance Rating Plan produces insurance costs 
on what is believed to be the most economical basis consistent with sound 


problem in the majority of cases, and because of its uniformity and 
simplicity, permits insurance to be administered without difficulty by the 
field forces of the War Department’s procurement agencies. 


INSURANCE IN THE DEFENSE PROGRAM 4s is 
> be ation of all of the phases of the problems involved, the Committee 2 
the advised the Under Secretary of War that in its opinion the program 
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the separation of agency type carriers and their agents. Recognizing, 
however, that contractors should be able to Prowl to have the benefit 
of the services and advice of qualified insurance agents, brokers or other 
persons similarly qualified, provision was made for the rendering of this 
service by means of Insurance Adviser’s Agreements. 

The manual rules and rates which were to be used for the purpose of 
issuing the policies under the War Department Insurance Rating Plan 
were worked out by the Joint Committee for the Association of Casualty 
and Surety Executives and the American Mutual Alliance in co-operation 
with the War Department and other agencies which had adopted the 
plan. The Joint Committee adopted existing manual rates and rules, 
with the exceptions that in lieu of applying the experience rating plan, 
manual rates were reduced 10% for workmen’s compensation and 
employers’ liability insurance, and in lieu of applying individual risk 
rating plans in other lines the rates were reduced 50%. Claim adjust- 
ment expenses and taxes are provided for somewhat in the same fashion 
as similar expenses are handled under the standard retrospective rating 
formula. The genera! expenses, payroll auditing and safety engineering 
expenses are provided for in the fixed charge, plus whatever must be 
paid for reinsurance and the cost of providing for losses in excess of the 
maximum. 

The percentage reductions made in the compensation and liability 
rates evidence the fact that the carriers believe that the loss ratios will 
be proportionately low. Strangely enough, the 50% modification of 
liability rates was a step towards more conservative underwriting methods 
as compared to the quotations which had been received in liability lines 
under the competitive bid system. 

There were a number of objections to the War Department Insurance 
Rating Plan when it was first announced, but I am happy to say that in 
practically all cases after state insurance officials and company executives 
had the opportunity to carefully study the plan, it was accepted as a 
necessary means of obtaining the required insurance and service facilities 
on the most economical basis. Undoubtedly some company officials, state 
insurance officials, agents and brokers thought, at first, that the use of 
such a plan was out of the question, for while it is based on sound under- 
writing principles, it does contain many phases which are entirely new. 
It seems proper here to pay tribute to the patriotism of many of these 
“first-blush skeptics” who voiced no opinion at the time but proceeded to 
carefully study the problem in an effort to be favorably convinced rather 
than in an effort to prevent operation of the plan. The desire to co-oper- 
ate was everywhere in evidence, and the successful participation of the 
insurance industry in the defense program is, in my opinion, due largely 
to the intelligent approach to the tremendous problem confronting the 
Government, and the spirit of co-operation which has prevailed since the 
War Department Insurance Rating Plan was announced. 

It is rather interesting, I think, to refer here to the considered opinion 
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of Mr. Clarence W. Hobbs, Special Representative of the National Asso- 
ciation of Insurance Commissioners which was contained in his report to 
vention at Detroit, June 9, 1941. Mr. Hobbs is a recognized 

confronting the Government. I should like to quote a few of his remarks: 


“The Federal authorities have been faced with an emergency 
situation, and have had to act rapidly in dealing with insurance 
problems. Their attitude has not been hostile to private insurance, 
though they have very properly been insistent upon recognition by 
the carriers and their rating organizations of the extremely abnormal 
situation, and modification of rating procedure and rates in the 
interest of giving the Government and its agencies the character of 
protection desired at reasonable cost. The carriers, the National 
Council and other rating organizations have proven willing to co- 
operate, and up to date there has been a fair measure of agreement. 

“This is undoubtedly the proper attitude. Insurance is an auxil- 
iary activity, which can play a valuable and important part in aiding 
the Government in its prodigious task. It is no easy matter in a 
democracy like ours to achieve an economic integration of all 
national activities and resources, welding them into a unit devoted 
to the nation’s cause. If it can be achieved by voluntary co-operation, 
so much the better; the enforcement of co-operation is always dis- 
agreeable and requires the expenditure of time and energy better 
spent elsewhere. Voluntary co-operation should properly go to the 
extent of remodeling practices and procedure, and the establishment 
of rates at a point consistent with at least breaking even. To go 
beyond this is suicidal, and suicide has not as yet been required. 
We are fully aware that our country’s cause is our cause; and 
insurance carriers, rating organizations and advisory officials alike 
will not fai) in this exigency to act in harmony with the National 
Government.” 

Thus far I have dealt more particularly with the manner in which 
the insurance industry has been integrated into the national defense 
activities. It seems appropriate now to briefly discuss the results which 
have been obtained. It is difficult, of course, for insurance to come to the 
forefront in view of its intangible nature, and as long as first-class 
services are being rendered little is heard of this important auxiliary 
activity. To my mind the job that is being done by the insurance 
industry in the defense program is one of which it may justly be proud. 
Insurance carriers, brokers and agents alike have moved in wherever their 
project is located, have established the service facilities required, and 
have lived with the job day after day just as diligently as any workman. 

Many of these projects cannot be named today, but it can be said that 
the insurance industry has followed the contractors wherever they have 
gone. Claim representatives and insurance safety engineers are bunking 
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alongside American workmen in far-away places, putting in long hours 
each day trying to keep these men from being injured, and attending to 
their hospitalization and compensation when preventive measures failed. 
In many instances, insurance is being efficiently handled by men who 
have been sent into totally unfamiliar localities, and almost without 
exception it can be said that very fine service is being rendered. 

In conclusion, I wish to say that the War Department realizes that no 
mistake was made in its decision to utilize the facilities of the insurance 
industry in the performance of the difficult and tremendous task before 
it, and that for the most part the confidence placed in the industry’s 
ability to do the job and to do it right has been amply justified. 

The War Department Advisory Committee on Insurance, three mem- 
bers of which come from your own Association, has been of invaluable 
aid to the War Department in charting a course for insurance in the 
defense effort. In addition, the co-operation and assistance of the rating 
organizations, state officials, insurance actuaries, company officials and 
insurance attorneys who have generously contributed their time, their 
knowledge and their experience towards the furtherance of a sound and 
practicable insurance program for the War Department, is greatly appre- 
ciated, and the successful operation of the program is due in a large 
measure to their activities. 

I face the future of our undertaking with assurance that we shall 
complete it together in the true American way. The recent advent of 
active hostilities has greatly served to emphasize the necessity for close 
co-operation and unity of effort on the part of all of the American people. 
National defense is not a bargain—it is a duty. I am confident that 
whatever task the future may hold in store, the insurance industry is 

ly behind this American effort and stands ready and willing to 
play its part to the finish. 
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MORNING MEETING, DECEMBER 30th * 


et THE INSURANCE INDUSTRY IN DEFENSE 
AND WAR FINANCE 

at no By Cortiss L, Parry 
efore The operations of the American insurance industry, in all its branches, 
try’s had already been affected to a matked degree by the many economic 

changes and problems arising out of the defense prograu. Clearly, those 
nem- impacts have been multiplied many-fold by the declarations of war, and 
table 
. the 
ting ‘However, certain important roles of the insurance industry in a war 
and economy are sufficiently well delineated to justify present examination 
their and analysis. Those are the services that it renders to the nation in the 
and war effort. Some of the more important of these will be discussed here, 
pre- particularly the services of the industry in helping finance the war. 
arge EaRLiee SERVICES OF THE INSURANCE INDUSTRY TO Wak FINANCE 
hall Historically, the investment operations of insurance companies in all 
t of nations have closely reflected economic developments and trends. Our 
lose own insurance industry is no exception, and that is as true of its fire 
ple. and casualty as of its life insurance branches. Therefore, it is not sur- 
that prising to find during war-time a sharp rise of central government 
y is securities in their portfolios. For example, United States life insurance 
r to companies shortly after the close of the War between the States showed 


about 17% of their assets invested in United States Government issues, 
compared with only 3% in 1860. During that war, a very large part of 
the new money flowing into insurance company treasuries was absorbed 
in purchase of United States Government issues. During the Spanish- 
American War, the American insurance industry likewise subscribed 
liberally to government financing. In European nations, investment 
portfolios of insurance companies all revealed the same phenomenon, 
during the various wars of the 19th century. 

But it remained for the 20th century, with its struggles of world-wide 
proportions requiring enormous drafts of capital, to accentuate this 
financial service to the nation by insurance companies. Some major 
facts regarding that situation may be seen in Chart 1, for life insurance 
companies of four nations. This chart shows, for each insurance company 
group, the proportion of their assets represented by securities of their 
respective central governments. In the case of the Canadian companies, 
holdings of British and United States Government issues are also 
shown (shaded area). 

The effect of World War I is revealed by sharp spurts in all curves, 
culminating in each case a year or more after the close of the war. 

* Joint meeting with the American Finance Association. 
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CHART Il. 
COMPARATIVE. PROMINENCE 
OF CENTRAL GOVERNMENT SECURITIES” 
IN LIFE INSURANCE COMPANY ASSETS 
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Among French joint-stock life insurance companies, government securi- 
ties had long been a very prominent asset ; nevertheless, even among that 
group, World War I brought about an increase from around 33% of 
assets in 1913 to 40% in 1918, and to 48% of assets in the early post- 
war period. It will be recalled that rehabilitation of war-devastated areas 
was accomplished in part by the issuance of government-guaranteed 
securities; the post-war rise in the life companies’ ratio is partly 
explainable by purchase of such issues. 

Among British life insurance companies, central t securities 
were a practically negligible item until the outbreak of World War I. 
The 1913 ratio of only 1% or 2% climbed steeply throughout the war; 
in the early post-war years, more than 35% of the assets of the British 
life insurance industry consisted of British Government issues. But it 
is well to recall that this large ratio resulted not alone from investment 
of new capital, but also from acquisition by the life insurance industry 
of government issues in return for other securities turned over by them 
to the government for needed. foreign exchange.* 

In the case of the Canadian and the American life insurance com- 
panies, the contribution to World War I financing was likewise note- 
worthy: the Canadian companies’ ratio rose to about 18% in 1919, and 
the American companies’ ratio climbed from virtually zero in pre-war 
days, very swiftly during our one and one-half years participation in 
the war, to about 12% of assets in 1919. 

Throughout the 1920’s government securities declined in relative 
prominence in life insurance company assets. This occurred partly from 
actual contraction in their holdings of governments, as a result of 
liquidation of government debt, but also because new money flowing to 
the companies during that period tended to be invested in other fields— 
thus automatically reducing the percentage importance of government 
securities. But in no country did the ratio fall to its 1914 level; and 
the decade of the 1930’s saw a resumption of the rise, long before the 
outbreak of World War II. 


CAPACITY OF THE InsuRANCE INDUSTRY FOR Wak FINANCING 
mx Wortp War II 


This quick review brings us to World War II, and particularly to the 
question of the capacity of the insurance industry to participate in war 
financing. In considering that problem, several circumstances require 
mention. One factor, of a somewhat limiting nature, is that 

(1) The insurance industry in all principal countries—both Allied 

Axis—entered this war in an already much more heavily invested 
py Shen as regards government securities, than at the outset of 


of the insurance of 

companies. For an authoritative discussion of this whole eubject see «‘War-Time 
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This was particularly true for the French companies—where the 1939 
ratio of central government securities to assets was not only higher than 
just before World War I, but substantially above the high ratios reached 
at the peak of the World War I load (Chart 1). American life insurance 
companies, as a result of purchases during the “War on Depression,” 
also have a ratio of U. S. Treasury issues to total assets that is higher 
than at the peak of World War I. But owing to the great growth of 
American insurance, a far larger number of dollars will be available 
for investment now than then. 

British and Canadian companies entered World War II with fairly 
heavy holdings of central governments, but with the percentage impor- 
tance of such holdings in their total assets very substantially below their 
World War I peaks. 

Not shown by Chart 1, but worth mentioning in passing, are the 
experiences of the private German and Italian companies under their 
totalitarian regimes. Traditionally, the private German life insurance 
companies had had comparatively minor shares of their assets invested 
in securities of the central government—even during World War I. 
At the outset of the Hitler regime in the early 1930’s, about 10% to 
12% of their assets were of this nature. Under the Nazi “New Order,” 
the relative importance of obligations of the Reich in life companies’ 
assets rapidly rose, and at the outbreak of this war constituted perhaps 
30% of assets. What the present ratio is is not reliably known. 

In Italy, private insurance companies had been obliged, for a long 
time, to reinsure with a government-sponsored agency (Istituto Nazionale, 
set up in 1912) a portion of each insurance policy written. Since the 
“March on Rome” in 1922, this central institution had expanded many- 
fold in assets, and at the outbreak of World War II had about 25% of 
assets invested in obligations of provinces and municipalities, another 
25% in direct loans to public agencies, and a further 25% in securities 
of the Italian Government. Therefore, in Italy also, the insurance 
industry had given very large support to central government financing 
even before the outbreak of war. 

One other ratio may well be cited here, namely, the share of total 
central government debt held in the portfolios of insurance companies. 
Even before our defense program got under way, the American life 
insurance industry accounted for about 12% of the total outstanding 
United States Treasury interest-bearing debt. This ratio was about 
three times as great as the corresponding ratio at the peak of World 
War I financing, and about twelve times as great as the peak ratio follow- 
ing the War between the States. It reveals a support for our national 

t’s fiscal operations, throughout the 1930’s, that compared 
favorably with, and in several cases exceeded, the assistance given to fiscal 
operations of other governments by their own insurance industries. 

Chart 2, also, is indicative of the degree of insurance company partici- 
pation in Federal finance in recent years. It shows the destination of all 
net new money available to the companies for investment, annually since 
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1935, in comparison with World War I years. From the upper panel of 
the chart it is clear that American life companies’ net purchases of 
United States Government securities and other investments useful to 
national defense have been far greater in all recent years than during 
any year of World War I. Increasingly, the tendency had been to favor 
long-term issues, and there is much more uniformity in this respect 

the major companies than existed a half-dozen years ago. During 
1941, the net addition to life companies holdings of United States Gov- 
ernments may well run in excess of $800 million, or better than one and 
one-half times the net amount added to portfolio in the war year 1918. 

The lower panel of Chart 2, showing the percentage distribution of net 
new investments, confirms these findings. In 1941, for example, better 
than 50% of American life companies’ net new money flowed into 
United States Government issues—despite the fact that for most of that 
period we were not yet in a shooting war. The record of the fire and 
casualty insurance companies in that respect (not charted) is equally 
impressive. 

A second factor, bearing on life companies’ capacity to help finance 
World War II is that: 

(2) The excess of operating inflow over outflow, representing 
chiefly additions to policyholders’ legal reserves and upon which the 
companies must depend for their new investment money, promises 
to continue generally favorable. 

The excess of such inflow over all necessary outflow except for invest- 
ments has been running above $1500 million per year recently. Barring 
unforeseen unfavorable developments, that sum might well materialize 
in future years.* But it would be foolhardy to make definite predictions 
as to the future size of this sum that will be available annually for new 
investments, dependent as it is upon the future action of such variables 
as premium income, interest receipts, outpayments for claims, policy 
loans, surrenders, etc. 

Merely to mention one or two of the imponderables involved, premium 
income (which makes up so important a part of total inflow) must come 
in future from a people who will also have to bear heavily increased tax 
and other financial burdens. Furthermore, any restraining influence that 
may arise on this account could well be different in degree in the case of 
industrial and other policies held by low-income groups now benefiting 


2 Inflow from security refundings and mortgage yments, which in some 


does not necessarily represent in 


Beek y from year to year an use it 

eee entirety money available for war financing. 
eae Also ignored is a that might arise by reason of insurance companies 
eek, borrowing from Traditionally they do not resort to this method of 
pra obtaining funds, and in World War I it was utilized for the purchase of Liberty 
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from increased employment and income, as against ordinary policies 
held by middle- and upper-income people subject to unusually heavy tax 
burdens. However, it is noteworthy that British life companies’ premium 
income of all kinds has so far been remarkably well-sustained, and that 
Canadian insurance companies’ war-time premium volume has substan- 
tially expanded—of course partly reflecting growing employment and 
national income. 

Another imponderable is the future attitude of the public towards 
different kinds of insurance policies. If, for example, policies offering 
the maximum protection for the minimum number of premium dollars 
were to grow in public favor, and annuities, endowments, etc., be less 
popular than they were during much of the 1930’s, there obviously would 
result a dampening in the volume of premium inflow. 

Nor can interest receipts and particularly such outflow items as claims, 
policy loans and surrenders be predicted with full accuracy, under 
present and prospective conditions. Nevertheless, it is significant that 
both policy loans and surrenders remained at low levels during World 
War I, and have so far during World War Il—among American, 
Canadian and British life insurance companies. 

Another factor, favorable in nature, is that 

(3) The insurance industry entered this war with record-breaking 
cash holdings, substantially larger than those carried in the less 
troubled days of the 1920’s. 

These cash holdings amount to perhaps $1000 million for the Ameri- 
can life insurance industry and $750 million for our combined fire and 
casualty insurance companies. Enlarged holdings of cash during the 
past decade have arisen partly out of increased caution, partly from a 
scarcity of desirable investments, and perhaps in part represent money 
held in hope of improved interest rates. Whatever the reasons, some 
portion of this cash (but by no means all, if the companies are to 
continue on their existing sound financial basis) will be available for 
war financing. But it is important not to exaggerate the size of the 
insurance companies’ present cash balances. Actually, as a proportion of 
total assets, the present cash figure for the American life insurance 
companies (3%) is only moderately above the similar ratio (2%) at 
the beginning of World War I. And fire and casualty insurance com- 
panies necessarily must keep highly liquid. 

At least two other factors bearing upon the capacity of the insurance 
discussed relate to the ability to supply funds; these two bear upon the 
potential demand for capital: 


It is true that a great deal of the expansion in war plant capacity is 
Seartnun babes government money obtained through sale of 
But. private industry has also been obtaining substantial 


try for capital cannot be ignored. ’ 


funds useful for the defense and war effort direct from life insurance 
companies and other suppliers of capital. Obviously, war financing in 


important contributions to the war effort and to war 
(5) The present war, because of its magnitude, the with 
which it has expanded, and its very great degree of mechanization, 
necessarily involves demands for capital far beyond the capacity of 
the nation’s formal savings institutions. 

If our war expenditures over the next few years are to be of the size 
indicated by government budgets, even the most optimistic estimates as 
to the amount of capital that can be supplied by the nation’s formal 
savings institutions are bound to appear modest in relation to the total 


CHART 3 


NET FLOW OF U.S. LIFE INSURANCE FUNDS 
INTO BONDS AND MORTGAGES + 
E 


SINCE OUTBREAK OF WAR IN EUROP 


MILLIONS OF DOLLARS 
200 400 600 800 1000 1200 1400 1600 


ALL OTHER 


RAILS Fro vec.21,104 
SNCLUDING US. TREASURY -GUARANTEED SECURITIES 


needs. Taxes, individual savings and the banking system inevitably will 
have to bear much of the load. Nevertheless, the following evidence of 
the co-operation of the American life insurance industry with our gov- 
ernment is noteworthy: For the four or five years ending in 1941 it 
expanded its holdings of U. S. Treasury issues at as fast a rate of 
growth as did the commercial banking system. 


Exrent or Derenss aND Wak FINANCING TO DaTE 


That insurance men have been alive to their responsibilities in defense 
and war finance is clear from Chart 1. In the life insurance companies 
of Great Britain, Canada and the United States, the buying of govern- 
ment securities in the past year or two has driven up sharply the per- 
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renewals, etc.) has been invested by the American life 
upbuild the national economy. 

i wed into U. S. Treasury issues, and 
$1300 million into public utility securities. About $500 million 
strengthen the nation’s industrial plant, while mortgages on 
farms and other housing and commercial structures 


Orner Services TO POLICYHOLDER AND NaTionaL WELLBEING 


Just as the purchase of U. S. Treasury securities alone does not 
adequately gauge the degree of assistance rendered by the insurance 


counts: (@) its investment function, as already pointed out, is readily 
adaptable to war needs, (b) as a service industry, rather than one 
dealing in goods, it not only is saved from competing with war indus- 
tries for necessary raw materials but is afforded the opportunity to 
cooperate in a positive way in maintaining economic equilibrium, (c) its 
insurance functions are at least as vital in war as in peace, and because 
of the psychological values afforded by insurance protection, probably 
more 80. 

This is not the place to develop in detail the nature of these other 

ices, but their general characteristics can be briefly suggested.’ One 

the most obvious, and one directly connected with the investment 

is that 


1) Insurance, by directing millions of rivulets of savings into 
aad other vital investment streams, provides a means 
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a centage importance of such investments in total assets. It is true that, ig 
M when the war first began, this tendency was not pronounced. But since 

t when the gravity of the problems ahead first began c 

. y realized, and particularly in the past year, the tendency , 
y life insurance companies, additional facts are shown by 

the 2.1/3 years since the outbreak of war in Europe served 

ica must look to its defenses, some $4500 million (net ; 

homes, | 

nearly $700 million in that period. : 

Over the same period, the combined fire and casualty companies : 

invested net another $500 million; of this perhaps one-half has flowed 

into U. S. Treasury issues. All this new investment flow of about $5000 

million from the combined life, fire and casualty insurance companies 

in 2 1/3 years furnished direct support toward building a strong America. Ss 

full measure of its cooperation in the nation’s war effort. The rather a 

unique ability of insurance to serve in this respect arises on several ‘J 

ll 
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it 

of 

of raising capital for the war effort that is at once convenient, ; 

efficient, and thoroughly well established. Furthermore, it taps 

se ___ savings not easily reached by other means. 
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* Book, New York, October 3, 1941, pp. 14 and 120. : 
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This essential role of insurance in wartime has been well recognized 
both here and abroad. In Great Britain, for example, the late Lord 
Stamp, Economic Advisor to that government, said : 

**One of the most noteworthy contributions of the insurance 
movement to the nation is the canalization of immense thrift 
resources directed to insurance, into the capital required for carrying 
on the war. If this insurance contribution did not exist it would 
certainly be difficult for the State to achieve exactly that thrift 
from the present contributors.’’ 4 


And recently, in the House of Commons Sir Kingsley Wood, Chancellor 
of the Exchequer, warmly supported the valuable service of insurance 
companies to the war effort. 

helps other 


Worthy of mention in this connection is the active assistance given 
by insurance company executives and field men to the sale of government 
securities, during both world wars, to the general public. Nor is it 
surprising, considering the strong belief in thrift prevalent in the insur- 
ance industry, that insurance companies have been quick to inaugurate 
salary-deduction plans whereby their personnel may purchase Defense 
bonds on an instalment basis. 

It was suggested earlier that insurance, because it does not involve 
the sale of commodities, is afforded certain unique opportunities to serve 
the national effort. These may be summarized as follows: 

(3) Insurance, because premiums spent for it do not involve 
goods and materials, offers no competition for the supply of raw 
materials needed in the war effort. 

(4) Insurance, to the extent that premiums spent for it might 
otherwise have been expended for consumer goods, helps maintain 
price equilibrium in commodity lines. 

(5) Insurance, to the extent that premiums spent for it help curb 
present demand for goods, contributes to the future economic 
stability of our country by deferring that demand for consumers’ 
articles until post-war days. 

Another service, probably even more important in war than in peace, 
is the fact that 

(6) Insurance, by its medic] welfare, property inspection and 
other loss preventive activities, helps to offset in some degree the 
loss of life and property that war inevitably entails. 


A final point remains. It is a safe statement that everyone acquainted 
even in the smallest degree with government life insurance on members 
of our armed forces would testify to its great value, particularly in 
maintaining military morale. Similarly 

(7) The insurance industry, because it affords protection to 
many hundreds of billions of dollars of life and property values, 
contributes to and strengthens national morale. 

4 The Insurance Mail, London, May 15, 1940, p. 299. 


oe voluntary savings programs, such as the sale of United States 
Treasury securities. 
- 


THE IMPACT OF FEDERAL POLICIES ON EQUITY CAPITAL 
By Kenyeru Frevp 


“Unless the life insurance companies can find methods by which the 
funds flowing under their control will become available as equity for 
the stimulation of new enterprises and accessible to small- and medium- 
size businessmen and by which investments in common stocks will 
become more prevalent in order that industrial enterprise may not become 
overburdened with debt, consideration will have to be given to the extent 
to which the insurance companies may longer monopolize and dictate 
the direction of the flow of the savings of the people.” (P. 378, Study of 
Legal Reserve Life Insurance Companies, Temporary National ‘Economie 
Committee Monograph No. 28.) 

Thus ends a monograph on life insurance companies prepared by The 
Insurance Section of the S. E. C. A deliberate threat is made that the 
government may further limit or entirely destroy the right of insurance 
companies to invest their own funds unless insurance companies (1) 
finance new enterprises, (2) finance small- and medium-size enterprises, 
and (3) purchase common stocks in considerable volume. 

It is not possible in the compass of this paper to explore all of the 
ramifications of this interesting problem. Consequently, I shall confine 
my discussion to common stock, and, more particularly, to the outlook 
for common stocks in the light of governmental policies. 

The first impact of government on this problem deals with the right 
of life insurance companies to purchase common stocks. The life insur- 
ance companies are organized and operate under state statutes. These 
statutes severely limit the right of life insurance companies to invest in 
common stocks. Several of the most important insurance states, for 
example, New York, Iowa, Ohio, and Wisconsin, absolutely prohibit the 
purchase of common stocks. Hence, important states must change their 
laws before many of our largest and most influential life insurance 
companies can invest in common stocks. The problem here is one of 
balanced legislation. Undoubtedly, the life insurance companies should 
have considerable latitude in investing in common stock. No invest- 
ment policy can have maximum strength unless it is free to select all 
types of securities. However, it is one thing to have the power; it is 
another thing to exercise it. The rank and file of insurance companies 
may well be entrusted with discretion to invest in common stocks; but 
there will always be some companies which require a check-rein. The 
task at this point, then, would seem to be one of draftsmanship. There 
is no real reason why the companies should not be permitted to purchase 
common stocks. It is the imposition of proper safeguards that is 
important. 

The substantial problems connected with common stock investments 
lie principally in the field of discretionary action. Successful investment 
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successful prevision of the future—the future not of a single 
factor, but the future of a myriad of factors. These factors are economic, 
political, legal, etc. We cannot cover all of these this morning but 
ich seem to 
the 


can pay attention to some of the governmental aspects which 
escaping proper scrutiny. It is my purpose to first discuss 
classes—public utility, railroad, and industrial stocks; and then, 
proceed to certain generalized problems. 

Pustic 


In recent years public utility securities have been the most preferred 
group among the corporate issues. Since the life insurance companies 
have been heavily interested in public utility bonds, we may assume that 
they might also look forward to investments in public utility stocks. 
Hence, what are the prospects? 

The earnings outlook, as affected by public regulation is not good. 
The companies are faced with rising labor costs, rising material costs, 
and rising taxes; but it is unlikely that regulatory commissions will 
permit substantial rate rises. The inevitable result will be smaller net 
income for stockholders. The whole decrease in net will fall upon the 
eommon stockholder. The immediate outlook from the economics of 
regulated rates alone is not bright. This fact is generally known to the 
investment analyst. 

However, there are other types of regulation which are less obvious. 
The Securities and Exchange Commission is following policies which 
are substantially modifying and impairing the contractual rights of 
common stockholders. Some of these policies apply to securities in all 
industries, but many of them are found only among the public utilities 
because the Public Utilities Act of 1935 conferred special powers on 
the S. E. C. with respect to that industry. 

Under the Securities Act of 1933 as amended, the Securities and 
Exchange Commission “can only prevent the sale of securities where the 
truth has not been told about them. If the truth has been told and if no 
improper means are used in the sale of the securities, the Commission 
has no duty or power to prevent their sale, regardless of how unsound 
the securities may be.” (In the Matter of Northeastern Waiter and 
Electric Corporation, Holding Company Act Release No. 2314, p. 1-A.) 
But under the Public Utilities Act of 1935, the S. E. C. has been given 
broad powers which it has interpreted in such a way as to give it the 
right to impose its own notions concerning both financial structure and 
financial policies upon holding companies and subsidiaries of holding 
companies. The pertinent sections of the act are as follows. Note 
particularly the very broad language of Section 7. 

Section 6 (a) of the Act provides that holding companies and sub- 
sidiaries of holding companies shall not use the mails or any means or 
instrumentality of interstate commerce in the issue of securities except 
in accordance with a declaration under Section 7. 


to 

i 
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Section 7 (d) reads in part: “the Commission shall permit a declara- 
tion regarding the issue or sale of a security to become effective unless 
the Commission finds that— 


of the declarant and other companies in the same holding- 
company system ; 


2) the is not to the of 
ago reasonably adapted earning power 


(3) financing by the issue and sale of the particular security is not 
necessary or appropriate to the economical and efficient operation 
of a business in which the applicant lawfully is engaged or has 
an interest ; 

(6) the terms and conditions of the issue or sale of the security are 

detrimental to the public interest or the interest of investors or 

consumers.” 


Section 7 (f) provides: “Any order permitting a declaration to 
become effective may contain such terms and conditions as the Commis- 
sion finds necessary to assure compliance with the conditions specified 
in this section.” 

The Commission seems to be pushing these powers to the limit. Ina 

ratios by requiring modifications of indentures, and by restricting 
dividends. 

In the Gulf Power Company case (Holding Company Act Release 
No. 3018), the indenture securing the company’s bonds did not come 
under the Trust Indenture Act of 1939; but S. E. C. announced (at 
p. 14) that it would require the inclusion of similar protective provisions 
by authority of the Public Utilities Act of 1935. Not only was the 
indenture made to conform to the Trust Indenture Act standards, but 
the company further agreed to cut down the escrow provisions so that 
new bonds could be issued to the extent of only 60% of the value of net 
property additions rather than 75%. Further, the company agreed to 
create a sinking fund (which would retire as much as 50% of the 
additional bonded debt before maturity provided one of the alternative 


not to pay dividends on common stock, “except out of net income earned 
tt to December 31, 1941, and available for distribution of 


to December 31, 1941, an amount equivalent to dividends for a period 
of three years on the then outstanding preferred stock of the Company, 
plus an amount equivalent to the amount by which the aggregate of the 
charges 


income since December 31, 1941, for repairs, maintenance 


| 
plans was followed). (P. 14.) = 
In addition to the indenture changes, the Commission ordered Gulf % 
dividends, and unless, upon euch declaration, payment or other dis- 
tribution, there shall remain in earned surplus account earned subsequent 3 


and depreciation and for the amortization of plant adjustment accounts 
shall have been less than 16% of the gross operating revenues of the 
Company subsequent to December 31, 1941 . . .” (P. 22.) 

In the Carolina Power and Light Company case (Holding Company 
Act Release No. 2090), the S. E. C. ordered that the company pay no 
dividends on its common stock “unless the earned surplus after making 
such declaration, . . . is equal to or greater than the sum of (1) 
$3,200,000, approximately the earned surplus as set forth in the pro 
forma balance sheet of March 31, 1940, and (2) an accumulative amount 
equal to $650,000 per annum, beginning June 1, 1940;...” (P. 14.) 

A similar dividend-restriction surplus-accumulation order was issued 
in the case of Public Service Gane of Indiana et al (Holding 
Company Act Release No. 2697). In this case the minimum rate of 
surplus accumulation was to be $500,000 per year. (P. 18.) 

In the Southwestern Public Service Company case (Holding Com- 
pany Act Release No. 2783), S. E. C. set the annual minimum surplus 
accumulation rate at $200,000. 

The opinion of the S. E. C. in the Potomac Electric Power Company 
case (Holding Company Act Release No. 2283) is a curious document. 
The company is very strong. It has both low debt and low debt-preferred- 
stock ratios. However, in recent years most of the net income had been 
paid out in dividends. So the Commission threatened to impose curbs 
in connection with future financing if the company did not voluntarily 
curb its dividend policy. 

What is the effect of this tendency in S. E. C. regulation? 

Very clearly the effect is to impair the contractual rights of common 
stockholders. When a corporation pays 5%, 6%, and 7% rates of 
interest or rates of preferred dividends, it does so for just one reason. 
The security is not highest grade. The purchaser of that security recog- 
nizes full well that he may sustain some loss. Consequently, he drives 
a bargain by which he gets part of his principal repaid each year as 
extra interest and by which he makes a profit of the full amount of this 
extra payment if no loss materializes. For example, if high grade bonds 

pay 3%, an 8% preferred pays 3% on the investment and repays 5% 
of the principal each year. If the preferred runs for 15 years and is 
redeemed at par, the holder will have been paid his principal twice. 
(For a more complete discussion of interest rates see K. Field, Intro- 
duction to Investment Analysis, chapter 3, particularly at pages 57 and 
K. Field, Corporation Finance, chapters 13 and 14.) 


tions may be financed without additional sales of securities 
the attractiveness of senior securities; but at the same time, 


ee 66 THE AMERICAN ASSOC. OF UNIV. TEACHERS OF INSURANCE 

& 

5 

esp When the 8S. E. C. requires the strengthening of debt and preferred 
ee stock ratios for the benefit of securities already outstanding, it is taking 
eae Y away rights which the common stockholder has paid for and is delivering 
Bnd them to bondholders and preferred stockholders. The requirements that 
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common stock less attractive—assuming, of course, that a reasonable 
common stock equity exists already. 
The improvement of debt ratios is not so serious a disturbance of 


pany contractual relations with respect to bonds as it is with respect to 
y no preferred stock. Most bonds are callable at slight premiums. So, if its 
i credit has improved, the corporation can refund bonds at lower interest 
(1) rates. The same thing is not true of preferred stocks. Most of these are 
pro callable only at very high premiums which make refinancing very costly. 
ount By and large, the preferred stockholder gains most by the types of 
14.) restrictions we have just described. 

sued The “death-sentence” section (Section 11) of the Public Utilities Act 
ding of 1935 presents a number of vital problems for the would-be investor 
e of in public utility common stocks. 

This section is something of an anomaly in legislative history. Prior 
om to 1935, many holding companies had indulged in such flagrant financial 
plus practices as writing up assets of subsidiaries on balance sheets, overstat- 

ing earnings by failing to charge out adequate depreciation, i 
any out earnings by excessive construction and management fees, imposing 
ent. excessive financing charges and interest rates, selling properties and 
red- supplies to subsidiaries at excessive prices, etc. (For a detailed discussion 
been see K. Field, Public Utility Holding Corporations, University of Colo- 
urbs rado Press, 1932.) These practices led to ultimate financial deflation 
irily and collapse. The Public Utilities Act of 1935 was the legislative result. 

However, the Act was extreme. It reached the abuses mentioned by 

giving the S. E. C. plenary regulatory powers over intercompany loans, 
ee dividends, security transactions, sale of utility assets, proxies, service 
son. the Commission was fully armed to wipe out the abuses that had caused 
cog- unparalleled losses. But the Act then went further. It provided for the 
ives breaking up of practically every large holding company system in the 
r as 
mds upon the men in Congress, the measure was finally passed by the shift 
5% of one vote in the Senate. In the light of this history it is amusing to 
d is find 8. E. C. opinions replete with assertions as to what Congress 
rice. intended. Mark Twain would probably have chuckled as much over this 
al false face of the Commission as he would have over the fact that the 
rred 
cing 
ring 
that 
that 
ten- 
ake system must be disposed of, and (2) non-public utility interests not 


the 
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reasonably incidental, necessary, or appropriate to the operation of the 
system must also be disposed of. 

Already several holding companies have disposed of their common 
stock holdings in subsidiaries—some through banking syndicates, others 
by direct negotiations. It is probable that most of the industrial holdings 
to be liquidated would not be attractive to insurance companies. How- 
ever, the public utility holdings are of better quality. Opportunities may 
well occur in which common stocks of strong subsidiaries will be dis- 
posed of to the public. The liquidation ahead will tend to depress prices, 
but by the same process it may afford buying opportunities. 

I now turn to another type of S. E. C. interference with the relative 
rights of security holders. The Commission seems to be embarking upon 
a policy of subordinating debt instruments held by holding companies, 
to the bonds and preferred stock held by the public. On March 28, 1941, 
S. E. C. ordered a $1,910,000 advance from Buffalo, Niagara, and 
Eastern Power Corporation to Buffalo Niagara Electric Corporation 
subordinated to the subsidiary’s entire funded debt and forbade payment 
of interest on the advance except with Commission approval. (Holding 
Company Act Release No. 2662, p. 8.) On July 11, 1941, S. E. C. held 
a hearing to determine whether $22,000,000 of debentures and 10,000 
shares of $6 preferred stock of Florida Power & Light Company, held 
by American Power & Light Company, should be converted into common 
stock or otherwise subordinated to the publicly held securities of the 
subsidiary. (Holding Company Act Release No. 2874.) 

In the cases mentioned, the holding companies held substantially all 
of the common stocks of the subsidiaries. Consequently, the effect of any 
order would be to strengthen bonds and preferred stock of the subsidiary 
at the expense of the common stockholder. However, were this policy 
applied to a subsidiary having a minority interest outstanding in its 
common stock, the effect might be either to dilute or strengthen the 
equity of the minority stockholders. 

The effects of subordination on the securities of a holding company 
are much more marked than they are on those of a subsidiary. A holding 
company frequently has bonds and preferred stock of its own outstanding 
in the hands of the public. If the holding company portfolio contains 
bonds of a subsidiary, the interest income from those bonds contributes 
a stable element to the income of the holding company. Take away that 
stable element by the subordination route and the hcelding company 
income may fail it in a poor year. Every subordination of a debt claim 
and common stock of the holding compan 


“The Instrumentality Doctrine in Reorganizations of 
” The American Law School Review, May, 1 

Buffalo Niagara Electric Corporation case cited 

rested its order on the arbitrary authority of its 
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Subsidiary Cor- 
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security issue which did not involve the advance. No fraud was charged. 
We must conclude therefore that the Commission is embarking on 
another expansion of its authority which bodes no good for the security 
holders of holding companies. 

Before leaving the subject of holding companies, I wish to bring out 
two more points which may have escaped some of you. The first is of 
minor significance. i that Sn eae of ligation tion under the 


off at par and accrued dividends rather than at a premium. 

The second point is more serious. The S. E. C. appears to be asserting 

a right to determine whether common stock has any equity in holding 
eis which attempt to recapitalize under the “death-sentence” 
provisions. (Cf. Manufacturers Trust Company case, Holding Company 
Act Release No. 2755 at page 3.) If the Commission is able to force a 
valuation of assets at present depressed levels and thereafter eliminate 
all securities not shown to have an equity, the outlook for junior 
securities of holding companies is indeed black. 

RarLRoaps 


Let us now turn to railroad common stocks. 
with respect to railroads is much older and much more matured than 
that with respect to the local public utilities. Tho Ieieatste Goumaeons 
Act was passed in 1887. The power of the Commission to regulate 
security issues dates from 1920. The industry itself is matured and in 
failing financial health. Under the circumstances, little can be noted 
that has so far escaped the attention of analysts. 

Like the Securities and Exchange Commission, the Interstate Com- 
merce Commission requires some railroads to set up sinking funds 
when those railroads apply for permission to issue new securities. The 
Commission has also restricted dividends in order to build improvement 
funds. The I. C. C. has been induced to limit dividends in this way 
because of the inability of railroads to finance by the sale of common 
stock. But every time dividends are limited on existing common stocks, 
such stocks become less attractive. Such deterioration in appeal makes 
sale of common stock even more difficult. Hence, the common stock 
situation of the railroads is becoming one of ar endless chain of 
cumulative deterioration. The Commission has apparently reached the 
conclusion that future common stock financing will be of slight support 
to most carriers. Hence, it is relying almost entirely on retained 
earnings to strengthen carrier finances. 

Although tax structures press very severely on both local public 
utilities and on railroads, they are more dangerous for railroads. Rail- 
road earnings possess much less vitality and much less stability than do 
public utility earnings. At the present time, the railroads are able to 
meet their charges because of war traffic. Nevertheless, a very substantial 
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is involuntary within the meaning of the usual clauses found in pre- 3 
ferred stocks. Consequently, most of those preferred stocks can be paid : 
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portion of their taxes are computed on arbitrary property 
gross revenues, and other bases which result in large tax 
though net income is non-existent. The accompanying table 
proportion of net railway operating income available for 


PERCENTAGES OF NET RAILWAY OPERATING INCOME 
TAXES REQUIRED FOR RAILWAY TAXES, 1933-1940 


Percentages by Years 
1933 1934 1935 1936 19387 1988 
31 26 37 
41 36 


‘estern R. Co.. 


"Chicago, Rock Island & Pacific ail- 

Southern Pacific Lines 


Seas 
&B 


New York, Chicago & St. 
Railroad Com 


*Seaboard Air Line Railway Co..... 
Class I Railroads 


The danger I see in these figures is that the tax methods 
corrected before the post-war slump in traffic hits 
appears to be little but grief ahead for many of 
post-war tax burdens and reduced revenues meet head on. 


INDUSTRIALS 


The caption industrial common stocks is a catch-all for all corpora- 
tions which are not local public utilities, railroads, or financial corpora- 
tions. Neither the 8. E. C. nor the I. C. C. has power to regulate the 
financial policies of this group. These companies must file certain 
information and make certain reports if they wish to sell issues of 
securities or if they wish to list their securities on the stock exchanges. 
* In bankruptcy or receivership. 
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But their financial structures and dividend policies are not subject to 
positive regulation. Consequently, there is no need to present a separate 
regulatory analysis. 

GENERAL POLIcrEs 


Let us now tarn to certain general problems which cross more than 
one group of securities. 

First, because all companies will face severe financial stress when this 
war is over, if not before, we should not forget that the Trust Indentures 
Act of 1939 will tend to prevent rescue loans for the purpose of tiding 
companies over. We shall face our first test of the policy of that act 
when the slump comes. It is likely to be a bitter experience for most 
stockholders. 

The second point relates to the treatment of security holders in failed 
corporations. The Interstate Commerce Commission usually capitalizes 
future prospective earnings at rates falling between 8% and 4%. This 
has the effect of producing large valuations and hence of 
equities for junior security holders. The Securities and Exchange Com- 
mission capitalizes rather pessimistic estimates of earnings at from 8% 
to 15%. The effect of these rates is to produce small valuations, and, 
hence to wipe out junior security holders. 

The I. C. C. policy tends to make present securities more attractive 
because the risk of loss in future reorganizations is limited somewhat by 
the Commission’s liberality toward reorganization values. On the other 
hand, the stocks of reorganized roads are less attractive because the total 
capitalization is liberal. Since the growth requirements of the railroads 
are distinctly limited, the policy of making present issues attractive, 
at the expense of future ability to sell new issues of stock against 


afternoon in a paper before the American Business Law Association. 
(“Strict-Priority-of-Liens Policies of Federal Agencies,” probably to be 
published in the May, 1942, issue of The American Law School Review.) 
The detailed analysis can be found in that paper. The point I wish to 
hese te ‘that the tie E. C. seeks to inflict on 
the security holders of failed corporations dampens interest in the securi- 
ties of solvent corporations. Every investor must face the possibility 
that the corporation of his choice may also fail. 

A third and final general point relates to income taxes. Federal and 
state income taxes are computed on net income before preferred divi- 
dends. Hence, large increases in income tax rates affect common 
holders more than proportionately. There is an adverse leverage in the 
preferred stock. For example, Pennsylvania corporations now pay 30% 


says, in effect, that its own estimate of future earnings is only 20% 
accurate. The Commission shows no conception of the theory on which 

its rates are predicated. I discussed this problem at length yesterday cs 


or more in federal and state income taxes. This means that a Pennsyl- 
vania corporation must earn $10 per share of $7 preferred before it can 
pay dividends in full on the preferred. Under these circumstances, 
income bonds possess considerable advantages over preferred stock as an 
instrument of finance. 


Conctusions 
The conclusions of this paper are: 
(1) Life insurance companies should have the right to buy common 


(2) Life insurance companies should use that power only to a limited 
extent. The same conditions which have caused a dearth of new 
bond investments have also made common stocks have limited 


appeal. 

(3) Opportunities for long-pull acquisition of public utility operating 
company stocks will present themselves in the near future, but 
these will be fraught with dangers from rising operating costs 
and arbitrary shifts of contractual rights by the S. E. C. 

(4) Holding company securities in the electric power and gas field 
seem unattractive for an insurance company. 

(5) Railroad common stocks, likewise, present no substantial outlet 
for insurance funds. Few of them have high merit. 

(6) Industrial common stocks seem to be the chief outlet for insur- 
ance funds. But even here opportunities are distinctly limited. 


(7) The restriction of “rescue loans” under the Trust Indenture Act 
of 1939 and the harsh attitude of the S. E. C. toward reorganiza- 
tion values are sobering factors in the face of an inevitable 
post-war slump. 

No attempt has been made to forecast the economic factors connected 
with separate industries. Nor has an attempt been made to forecast the 
effect crushing taxation of the middle classes will have upon our institu- 
tions of private property. Some evidence has been presented which 
indicates that S. E. C. operates more along the line of Hitler’s Germany 
than befits a great commission in a democratic country. Much more 
evidence could be presented were that our theme. But the point of all 
of this is that common stocks have a dangerous future. Life insurance 
companies are not the place for the rank and file of them. 
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DISCUSSION 
By Franx TRAvers 


(Discussion of ‘‘The Impact of Federal Policies on Equity Capital’’ 
by Kenneth Field) 


of insurance policyholders, necessarily concerned more with bonds than 
with stocks, I must in all fairness give credit to the 8. _ghviged 
instituting improved practices in the issuance of utility bonds, such 
restrictions against payment of excessive dividends, limitation of of debt 
to 60% of property value, and the revision of property accounting on a 
more realistic basis. Admittedly, the inevitable clean-up and dehydrating 
of holding companies has deflated the older equity value concepts, but 
who is to blame for that? 

Dr. Field suggests, and very wisely I think, that in the break-up of 
the utility holding companies there may be attractive investment oppor- 
tunities in the operating company stocks, if they are offered at suffi- 
ciently depressed prices. He has enumerated some of the hazards, such 
as higher war-time operating costes and taxes, and the 
obtaining rate increases. State commissions must be aware that utilities 
are obtaining more than one-half of their capital at an interest cost of 
less than 3%, while earning 6% to 8% on their entire capital. Such 
generous earnings would, in my opinion, be justified if a good portion 


proportionately large amount of senior securities ahead of them? A stock 
of an operating utility company which has little debt and preferred 
stock outstanding may approach investment grade; but in the typical 

utility operating companies, including those which would develop from 
the break-up of the holding companies, debt and preferred stock together 
will represent upwards of 75% of the entire capital of the operating 
company. This same objection of excessively junior status applies to 
railroad stocks, in addition to any unfavorable considerations in the 
long term outlook for traffic and freight rates. 


Dr. Field has skillfully drawn up a charge of inconsistency against a : 
Federal agency which urges insurance companies to invest in equities, 
yet does certain things to reduce the investment attractiveness of : 
equities. I cannot quarrel with that observation ; but as a representative 
view, are not common stocks generally undesirable when they have 4 
important, shares of new and unproved industrial and commercial ; 
ventures are hardly acceptable, nor are the junior securities of the Ps 
so-called prince and pauper industries. A more desirable field from a. 
which to select would seem to be the comparatively stable and depression- 
proof consumers’ goods’ industries. 
(7), 
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Income, not hope of speculative profits, should be the motive for 
tan/. If such purchases are made chiefly in periods of depressed trade 
and widespread unemployment, the nation would benefit from this 
stabilizing force. The insurance benefit from the higher 
income obtainable from stocks bought at depressed prices. Another 
important factor in timing, it seems to me, is the comparative risk 
compensation as between stock yields and bond yields, since both bonds 
and stocks involve risk. At present this yield differential is said to be 
the widest in forty years, with two minor exceptions. Tax considerations 
are a factor; but more basically, over the past decade, bond yields have 
been forced down by an increased demand for bonds occasioned by a 
ten billion dollar growth in life insurance funds, in the face of an eight. 
billion dollar decline in the volume of long term private debt available 
to investors. 

It is difficult to guess whether the uncertainties ahead, referred to by 
Dr. Field, are fully discounted in present market prices which, for the 
most part, are substantially lower than those which prevailed in 1939, 
prior to the war. It is a fact that an investor who is in a position to 
use part of his dividend income for write-down purposes, can soon get 
his book values down to a level which ought to be independent of market 
fluctuations. The case of American Telephone affords an interesting 
example. A group of insurance companies recently purchased a large 
block of thirty-five year American Telephone bonds to yield about 2.7%. 
The fact that this was a so-called private placement is beside the point, 


to zero in twenty-two years. When 


he general Markey DonGs OL . @& iL. Sell Yield around 

ee 234%. In contrast, an investor may purchase A. T. & T. stock and, 

eae accepting a 284% equivalent bond yield, use the remaining dividend 

ges: income for write-down purposes. The stock will thus be written down 

eee ature some thirty-five 

ons e company’s earnings 

ae rate, though covered 

DY estimated callings and malnveined 10 he last twenty years, 

sy may be reduced ; but any dividend rate higher than $3.40 will produce 

bee the same yield as is now available from A. T. & T. bonds. If we assume 

eae that the dividend is cut from $9 to $7 a share, the stock can still be 

ee written down to zero before the bonds mature thirty-five years hence. 

Pas The question may well be asked, “Which investment—bond or stock—at 

oe present-day prices and yields represents the greater value?” Unfortu- 

as nately insurance companies in many states have no legislative authoriza- 

Sie tion to make a choice. 

ed Probably the foregoing is not as strong an example as might be 

ee selected. We might better have drawn s comparison with the stock of 

oe a high grade, comparatively stable industrial which has no senior 

ah of a bond and a preferred stock, just as s utility first mortgage bond 
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DISCUSSION 1 
representing 80% of property value has some of the aspects of preferred 
and common stocks. More and more, investors are looking behind 
terminology and descriptive words like bond, stock, first mortgage, to 4 
determine the actual priority of their claim upon earnings. ‘* 
Most life insurance companies have only a . 
to assets. The regulating authorities have 
loans and bonds to be carried at amortized v a 
market; hence, company surpluses have not bee ? 
market conditions. In contrast, stocks are o 
market. Since stocks fluctuate widely in marke ‘ 
life insurance companies may not safely in q 
of their assets in stocks, at least not a 
i decide to give stocks som * 
treatment similar to the treatment - 
ggested small proportion of assets in ; 
ae. to review Dr. Field’s in Es 
truly grateful for this opportunity to take part in the r 


DISCUSSION 
By E. Bavarr 


(Discussion of ‘‘The Insurance Industry in Defense and War Finance’’ by Corliss 
L. Parry, and ‘‘ The Outlook for Equity Capital’’ by Kenneth Field) 


Although presumably not designed to act in a supplementary manner, 
the two papers just presented by Dr. Parry and Professor Field, never- 
theless complement each other in many respects. 

If the broad thesis of each paper were condensed, I think we could 
correctly interpret the points of view of the speakers as follows: 


(1) Dr. Parry feels that although insurance companies can contribute 
to our war effort in many ways, one highly important contribu- 
tion of such companies will be the extent to which they make 
savings (or shall we say capital) available to the Government 
through the purchase of Government bonds. 


(2) Professor Field emphasizes (and quite properly) the advisability 
of not employing savings (or capital) at the disposal of life 
insurance companies in common stock investments. 

The proper articulation of these two points of view—or policies— 
must inevitably result in a constant increase, at least for the near future, 
in the proportion of investable funds of insurance companies flowing 
into Government hands in exchange for Government bonds. In view of 
the reduction which has occurred during the past several years in the 
volume of new capital issues of domestic corporations—a tendency 
which will undoubtedly continue—and in view of the growing unattrac- 
tiveness of equity investments for life insurance companies, there is little 
choice left for such companies other than investments in Government 
issues. Nor do I see any harm arising from this course either to 
policyholders or to our economic system. 

In the first place, the extent to which insurance companies are able 
to attract savings, divert such savings to the purchase of Government 
bonds, to that extent have the requirements on commercial banks for 
support of government deficit spending been lightened. Any tendency 
to lessen the proportion of Government bonds going to commercial 
banks will, of course, tend to prevent commercial deposits from expand- 
ing. Such a tendency will be deflationary and not inflationary. The 
insurance companies, therefore, by the diversion of savings to Govern- 
ment bonds should be able substantially to reduce inflationary tendencies 
in the commercial banking structure and to this extent are protecting 
their policyholders. 

Looking at this matter from another angle, one finds that the ultimate 
responsibility or liability of a life insurance company to its policy- 
(76) 


holders is a dollar obligation, not a purchasing power obligation. It is 
my belief that any deterioration in Government at credit that may be 


visualized will be measured in terms of a decline in the purchasing power 
of the dollar, not in a depreciation in Government bond prices. The 
status of Government credit, in other words, will be equally reflected in 
actual dollars as well as in Government bonds. An insurance company, 
therefore, heavily invested in Governments, under conditions of infla- 
tion, would be in no worse condition than one heavily invested in 
dollars, or, in fact, in dollar obligations of municipalities or private 
corporations. Each company will be equally able to pay out dollars 
according to the terms of its contract. 

My experience as an investment advisor, however, prevents me from 
carrying this statement over to include companies which might hold 
substantial equity investments. The ability of such a company always 
to meet its dollar obligations promptly would depend upon a variety of 
conditions. Even assuming static economic and political conditions the 
burden of investing policyholders’ funds to any extent in common stocks 
would be an unhappy one, nor do I believe that sufficient investment 
opportunities are available on a broad enough scale to make possible 
a large investment by insurance companies in equities. There are 
simply not enough of the right kind of stocks around to permit broad 
investments therein. 

In addition, however, to the difficulties of individual choice or selec- 
tion, the entire future of equity investments, as Professor Field has 
ably suggested, is currently under a cloud. 

The particular form of economic and political organization under 
which this country will function ultimately is open to question currently. 
The alternatives appear to be: 

(1) A continuation of Government planning to a point where most 
industry and commerce is distinctly under Government control 
and direction ; where the economic machine is run in the interest 
of labor and consumers ; where profits will be secondary. Under a 
system so controlled absentee capital ownership will be imperilled. 
Technological managers primarily responsible to the Government, 
not to the stockholder, will be in command. Labor will be con- 
trolled through one large organization, and capitalism, coupled 
with the profit motive as it is now functioning, will be a thing 
of the past. 

(2) Popular resentment, resulting from the extreme controls that the 
war will impose—that is, a reaction against Government control 
of individual activity—may force a return, at least partially, to 
a system propelled by private initiative with emphasis on the 
profit motive. This may transpire at some point during, or 
immediately following, the war. 

Under the first set of circumstances it is evident that the outlook for 

equity investments is particularly dark. Under the second alternative 
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the outlook is unquestionably more promising. Until the deep currents 
of popular psychology are more definitely crystallized, it would seem 
inadvisable for life insurance companies to make substantial investments 
in equities. 

I would like at this juncture to take very definite issue with the point 
of view expressed in the Study of Legal Reserve Life Insurance Com- 
panies, published as Monograph No. 28 by the Temporary National 
Economic Committee. The insurance section of the Securities and 
Exchange Commission expressed its views as follows in this monograph: 

‘*Unless the life insurance companies can find methods by which 
the funds flowing under their control will become available as 
equity for the stimulation of new enterprises and accessible to small 
and medium-size businessmen and by which investments in common 
stocks will become more prevalent in order that industrial enterprise 
may not become overburdened with debt, consideration will have to 
be given to the extent to which the insurance companies may longer 
the people.’’ 

Insurers, that is, policyholders, as such are not interested in the finance 
of industries or in any phase thereof. This is an individual function 
properly to be undertaken by individual investors acting in an individual 
capacity. When investors turn to the purchase of life insurance it is for 
the specific purpose of providing a fund safe from the risks surrounding 
business or venture capital. In fact, the very act of purchasing insurance 
is usually for the purpose of hedging against funds invested in the more 
hazardous equity ownership of business corporations. 

The flow of private capital into industry and into business by means 
of venture capital has been discouraged not by a diversion of funds to 
life insurance companies, but by adverse Government activities, activities 
which have most obviously discouraged investment on the part of indi- 
viduals in business enterprises. Labor policies adverse to capital; 
theories of taxation adverse to capital; punitive measures in respect to 
the control of large industries, such ag the utility industry, and other 
socio-economic programs of the Government, have definitely discouraged 
the flow of venture capital into new business enterprises. Any attempt 
to restimulate this flow by compelling a diversion of insurance funds 
from proper insurance type investments into business enterprises as 
venture-capital, is fundamentally wrong. The proper method by which 
to restimulate this flow is to make attractive the investment of venture 
capital by individual investors in various forms of business enterprise. 
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MINUTES OF THE 1941 BUSINESS MEETING 


AMERICAN AssociaTION oF Universiry or I[nsvURANCE 
New Yorx, 29, 1941 


President McCahan opened the meeting at 12:30 P. M. by expressing 
his appreciation to the officers and committee members who had so 
generously co-operated with him in carrying on the work of the Asso- 
ciation during the past year. 

It was moved and seconded that the reports of the various committees 
be approved. This motion was carried. These reports included: Report 
of the Committee on Professional Standards in Property and Casualty 
Insurance by Professor 8S. 8S. Huebner; Report of the Committee on 
Collegiate Preparation for Insurance Careers by Professor Harry J. 
Loman ; Report of the Publications Committee by Professor J. Edward 
Hedges ; and Report of the Membership Committee by Professor Chester 
A. Kline. 


The Nominating Committee, consisting of Professors Robert Riegel, 
Chairman, and Professors A. H. Mowbray and George W. Goble sub- 
mitted the following nominations: 

President—Epison C. Bowzrs 

Vice-President—Franx G. Dickinson 

A. 

Member of Executive Committee—Harny J. Loman 
(Term to expire in 1944) 

The report of the Nominating Committee was accepted. There being 
no other nominations, the officers and committee members named were 
declared elected. 

The President reviewed the action of the Executive Committee, taken 


ety. 

The President also informed the members of the discussion regarding 
the Insurance Book Reviews, which took place at the morning meeting 
of the Executive Committee. Professor Riegel stated that, in view of the 
usefulness of this literature to the various members, he moved that the 
Association should appropriate not more than $75.00, to be used by 
Secretary or the Publications Committee, if they deemed it wise, in 
sending out this publication under the Association’s own name. This 
motion was approved. 


(7) 


proposed Associate Member by an Active Member. This action by the 
Executive Committee was approved. He also stated that the Executive iss 
Committee had just approved extending invitations to the following to “ 
become Associate Members: Mr. Arthur C. Goerlich, Educational Direc- a, 
tor, Insurance Society of New York; Mr. George W. Scott, Director, 3 
Educational Division, National Association of Insurance Agents, and x 
Mr. Frank L. Jones, Vice-President, The Equitable Life Assurance . x 
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The Treasurer’s preliminary report was approved. 

The Secretary was authorized to print the Annual Proceedings and 
to pay the necessary costs in this connection. 

President McCahan then turned the meeting over to the President- 
elect, Professor Edison L. Bowers, who closed the meeting with an 
expression of appreciation for the honor which the members had con- 
ferred upon him. 

The meeting adjourned at 1:45 P. M. 


COMMITTEE PERSONNEL 


Association or UNiverstry TEACHERS OF INSURANCE 
1942 


Committee on Professional Standards in Property and Casualty Insurance 
Prof. 8. 8. Huebner, University of Pennsylvania, Chairman 


Prof. J. H. Magee, University of Maine 
Prof. Erwin A. Gaumnitz, University of Wisconsin 


Membership Committee 
Prof. Chester A. Kline, University of Pennsylvania, Chairman 
Prof. Robert Riegel, University of Buffalo 
Prof. C. Arthur Kulp, University of Pennsylvania 


(Other committee assignments will be announced later.) 


‘ 
é 
2. 
oe Committee on Collegiate Preparation for Inswrance Careers 
wes Prof. Harry J. Loman, University of Pennsylvania, Chairman 
ae Prof. Ralph H. Blanchard, Columbia University 
a Prof. David McCahan, University of Pennsylvania. 
ae Prof. David McCahan, University of Pennsylvania 
ee Dean J. Anderson Fitzgerald, University of Texas 
a Annual Meeting Program Committee 
= Prof. Frank G. Dickinson, University of Illinois, Chairman 
ae Prof. C. M. Kahler, University of Pennsylvania 
sar Prof. J. Wayne Ley, Ohio State University 
ae 
i 


REPORT OF MEMBERSHIP COMMITTEE 
By Cuxstzr A. Kime, Chairman 


On May 5, 1941, your Membership Committee made a preliminary 
report to the President, and on June 26, 1941, your Committee made 
a further report in which it suggested a policy which it should be allowed 
to follow in the future. Both reports were forwarded to the various 
members of the Executive Committee by President McCahan. 

In the first report the Membership Committee requested authority to 
exercise its own judgment in approving applications for membership 
until some more formal rules were adopted. According to our Constitu- 
tion membership may be of two kinds: Active and Associate. An 
Associate Member, according to the Constitution, is ‘‘any person who 
is, or has been, engaged in any form of educational work in insurance, 
but who is not eligible for Active membership. . . .”” Your Committee 
did not anticipate any difficulties in passing upon applications when the 
applicant was clearly entitled to Active membership but it did anticipate 
some trouble when the applications were for Associate membership. 
In this connection your Committee stated: ‘“The standards for Asso- 
ciate membership aye difficult to set up and probably more difficult to 
administer. In general your Committee believes that it should make 
inquiry regarding the experience of the applicant in organizing, man- 
aging and/or teaching of insurance courses. In this connection the type 
of course and place where given would have an important bearing on 
the qualifications for membership.”’ 

The second report of your Committee outlined a specific procedure for 
handling applications for the Active and Associate classes. It was 
suggested that ‘‘the method of handling new members should distinguish 
between those who are clearly eligible for Active membership and those 
who presumably are eligible for Associate membership.’’ ‘‘Any present 
member should be allowed to propose a college or university teacher of 
insurance for Active membership; or any college or university teacher 
of insurance should be allowed to apply for Active membership without 
sponsorship. When a request for such membership is received, the 
applicant should be requested to fill out an application, which should 
then be passed upon by the Membership Committee. There should be no 
necessity for approval of such candidates by the Executive Committee.’’ 

Applicants for Associate membership should be sponsored by members. 
Such applications should be forwarded to the Chairman of the Member- 
ship Committee who should ‘‘request the sponsoring member for addi- 
tional information so that the Committee may recommend to the 
Executive Committee that an invitation be extended to the person 
proposed for membership, if this is deemed desira 

Since its appointment the Membership Committee has received five 
applications for membership, all of which were approved. During the 
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whole of 1941 eleven new members were admitted. Seven of these were 
classed as Active and four as Associate. The new members for 1941 
are as follows: 


CaRrgoLL, Mowzoz 8., Chairman of the School of Business and Professor of 
Finance and Insurance, Baylor University, Waco, Texas. 

Ferzer, JoHN C., Assistant to the President, Grinnell College, Grinnell, Iowa. 

Cart H., Assistant Professor of Mathematics, Department of Mathe- 

matics, University of Michigan, Ann Arbor, Mich. 

Havienurst, Haroip C., Professor of Law, Northwestern University School of 
Law, 356 E. Chicago Ave., Chicago, Ill. 

Keron, J. MAYNARD, Instructor, Duke University, Durham, N. C. 

Ley J. Wayne, Professor, Department of Business Organization, Ohio State 
University, Columbus, Ohio. 


McCorp, L. P., President, McCord Insurance Agency, Inc., 324 Hildebrandt 
Building, Jacksonville, Fla. 

O’Connor, James C., Lecturer, Central Y. M. C. A. College, 175 W. Jackson 
Boulevard, Chicago, Ill. 


O’Nem1, Leo Drew, Director, Evening College of Commerce, Boston Uni- 
versity, 685 Commonwealth Ave., Boston, Mass. 

Was, B. G., Vice President, Fireman’s Fund Indemity Co., 401 California 
St., San Francisco, Calif. 


The aforementioned policy of handling proposals for membership was 
approved in general by the Executive Committee. Your Committee 
believes it is a workable plan, but it wishes to point out that it involves 
the use of considerable judgment, which at times results in what may 
seem to be undue delay to the applicant or person sponsoring the 
applicant. 

A more important defect of the plan, if it can be called a defect, is 
that it does not provide for enough impetus from any central source in 
the building up of our membership. The initiative is left to individual 
members, and even here there is no provision for a stimulus which should 
be applied from time to time. Your Committee does not have any 
specific recommendation to make in this respect but it does feel that 
some thought should be given to this matter by the Executive Committee. 


te 


APPENDIX I 


MINUTES OF THE MEETING OF PROPERTY AND CASUALTY 
EXECUTIVES WITH THE COMMITTEE OF THE AMERICAN 
ASSOCIATION OF UNIVERSITY TEACHERS OF INSURANCE 


Friday, May 16, at the Hotel Pennsylvania, New York City 


To ConsipeR THE ADVISABILITY OF ADOPTING A PROFESSIONAL PROGRAM 
oF Epucation CoMPARABLE TO THE C. L. U. 
Movement 1n Lire InsvuRANCE 


I. A list of those invited to attend the meeting is attached to these Minutes 
as Appendix II. Mr. J. Victor Herd, Vice-President of the Fire Association of 
Philadelphia, and Mr. Wade Fetzer, Jr., Vice-President of W. A. Alexander 
Company, Chicago, who expected to be present, sent their regrets. 

II. Remarks of the Chairman of the meeting (S. 8. Huebner) : 

(1) It was explained that the meeting was called at the invitation of 
the Committee on Professional Standards in Property and Casualty Insurance of 
the American Association of University Teachers of Insurance; that this Com- 
mittee was appointed by Dr. David McCahan, President of the Association, in 
response to a resolution on the subject adopted by the Association last December. 
A copy of this resolution had been sent in the letter of invitation extended to the 
various associations represented at the meeting, namely, the National Board of 
Fire Underwriters, the American Mutual Alliance, the Association of Casualty and 
Surety Executives, the National Association of Insurance Agents, the National 
Association of Mutual Insurance Agents, and the National Association of Insur- 


(2) The general nature of the purpose of the meeting was next 
explained as a desire to have the property and casualty fields in insurance adopt 
a collegiate plan of educational procedure similar in character, although neces- 
sarily adapted to meet certain varying conditions, to the Chartered Life Under- 
writer movement already pursued in life insurance under the auspices of the 
American College of Life Underwriters. The Committee desired to recommend 
the creation of an American College of Property and Casualty Underwriters, with 
a program of education leading to the award of two designations of degree 
standing, as that is understood in the American educational system, namely, the 
designation of Chartered Property Underwriter (C. P. U.) and Chartered Casualty 
Underwriter (C. C. U.). 

(3) In view of the Committee’s recommendation to the meeting, the 

next outlined the background of the Chartered Life Underwriter 
movement for the information of those present. This explanation referred to: 
(a) the history of the American College of Life Underwriters; (b) the adminis- 
tration of this College by a Board of Trustees representative of all the different 
interests in the business, as well as the field of education; (c) the importance of 
having permanency of officers during good behavior; (d) the applicability of the 
plan to all branches of the business, including agents, brokers, fraternal orders, 
ete., so as to make the educational plan truly institutional in character; (e) the 
importance of having the educational setup independent and untrammeled so far 
as control is concerned, in order to win the support of colleges and universities, 
and to free the plan from all suspicion of propaganda activities; (f) the impor- 
tance of including the allied business and social subjects in the program of 
study, and not confining it to insurance and salesmanship per se; and (g) the 
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ciation for the favorable response to its invitation. aoe 


necessity of the maintenance of high standards, conforming to the degree level as 
understood in the American educational system. With reference to the latter 


only an earned designation obtained by all in the same way, namely, through 


(5) The Chairman next outlined briefly some of the leading advantages 
The plan, as explained, is designed: 


engineering, professions. 
(¢) To increase the dignity of the calling and to enhance the 
confidence of the public. 


endeavor to strive fvr, similar to the high ideal 


ete. 
(j) It was explained that the proposed movement is essentially a 
younger man’s movement, and has in mind the future welfare of the business. 
(6) It was next explained why the proposed plan seemed entirely feasible. 
(a) The legal phases have their counterpart in the American 
These have all been worked out with respect to 


examinations. 
ae (4) The Chairman next outlined the progress of the C. L. U. movement, 
ee tions to take examinations had already been approved; that 1,845 candidates had 
“a already completed all examinations; that 2,746 additional candidates had credit 
ge for one or more of the five examinations; that at least 4,000 additional persons 
ait had entered the study of the C. L. U. program; that 151 study groups, at 
oe financial co-operation of life insurance companies representing 95 per cent of all 
x, outstanding life insurance; that examination centers had been established at 
es) 90 degree-conferring universities and colleges; that &1 universities and colleges 
ees. were co-operating with the American College of Life Underwriters, in whole or in 
oe part, so far as instruction in subject-matter is concerned; and that at present 
oe 43 C. L. U. Chapters have already been established in that many different cities. 
ae (a) To furnish a thorough and comprehensive plan of education for 
oe those intending to make property or casualty insurance a life career. 
Asg (b) To emphasize the professional phases of the vocation, and to 
ek - the 7 on a basis comparable with the educational methods used in 
he (e) To place instruction in property and casualty insurance on the 
o. national educational map with higher institutions of learning throughout the land. 
Raat In this connection it was explained that such a plan would immensely increase 
ee the number of courses in universities and colleges, would improve their quality, 
Re would mean the development of teachers, and would make for friendship in 
ee (f) To bring about the establishment of lay courses in property 
fete and casualty insuranc: in universities and colleges, a thing very muck to be desired. 
a (g) To set up an ideal of yr can 
movement. 
bee (h) To serve as 8 medium to build up educational facilities locally 
Ls by way of establishing study groups, finding the right kind of teachers, etc. 
i (i) To serve as a medium to improve the sources of education, such 
ee as educational supplements to the study material covered by the examinations, 
ek the preparation of problems, the preparation of teachers’ manuals, the holding 
is desired. 
ie (b) Many problems will, of course, arise, but there is a likelihood 
ae that nearly all of them have arisen during the past thirteen years of operation of 
ae the American College of Life Underwriters. Here they were solved as they arose, 
oy and the American College will gladly make available all solutiens in its possession. 


“APPENDIK 
(¢) The management of the American College of Life Underwriters 
stands ready to aid always by way of suggestion or recommendation or the 
furnishing of 
(a) The American of Life Underwriters is ready to have 
prorating of examination costs to the mutual benefit of both. Examination 
centers have already been created the country, and in the new proposed 
movement the candidates could appear for examination at the same time, and the 
cost of proctoring and otherwise the examinations in each place could 
be prorated in that the number of students under the new college 
would bear to the total number of students taking the examinations. 
(e) The proposed plan, therefore, should start much more easily, 


: 


errors, 
already understood and is being co-operated with nearly everywhere. 
IIL. Professor Edison L. Bowers, of Ohio State University, next outlined the 


(1) Mr. H. W. Schaefer offered the following comments, which he felt 

should be given consideration : 
(a) He questioned the use of the term ‘‘underwriter’’ as applied 
to property and casualty insurance, in contrast to the practice in life insurance. 


be assured 
of 
is 
‘*Program of Minimum Standards’’ for a proposed American College of Property 
and Casualty Underwriters. This subject is of outstanding importance because é 
success depends upon the adoption of certain vital minimum standards. Professor 
Bowers outlined twelve of these standards. The list of these standards was 
distributed to all those in attendance, but another copy of them is being attached ‘ 
to these Minutes as Appendix III. 
IV. Professor J. Anderson Fitzgerald, Dean of the School of Business, 
University of Texas, next outlined the importance of the proposed plan from the : 
standpoint of good public relations. He emphasized the following: aN 
(1) The significance of the national character of the proposed plan. 
The American College of Life Underwriters was probably the first comprehensive 
national plan ever to be adopted. He favored this characteristic with respect to 
the proposed American College of Property and Casualty Underwriters. 
(2) The importance of outlets for presentation of this movement through 
universities and colleges. 4a 
(3) The importance of recognizing that more and more people in colleges 
and universities are becoming sellers and buyers; that both classes are coming 
increasingly from our higher institutions of learning, and that this movement 
should be recognized. 
V.., Following the initial presentation of the proposed plan, the subject was 
thrown open to discussion from the floor. 
(b) He stressed the educational work already being done in the 
fields of property and casualty insurance; and also called attention to agency : 
and brokerage qualification laws as now being applied in New York and various 
(ce) He observed that it may be necessary to have many degrees, ae 
instead of only the two proposed. : 
(d) He called attention to the various lines of coverage comprised 
within the fields of property and casualty insurance, and expressed the view that i 
preparation for all of these various lines would, in his opinion, require sixteen qi 
years, if not longer. i 
(e) He observed that education other than that for a degree might aa 
be considered the objective. a 
' (f) He observed that no refereace was made to the marine insur- 
 gnce business, 8 very important field of insurance activity. 


(2) Mr. John A. North next made the following comments: 
(a) That there was beyond question a growing demand for profes- 


(b) That this growing demand was a challenge to the insurance 


up 
(5) Mr. L. P. MeCord next expressed himself in favor of the plan as 


proposed. He favored taking action at this meeting to 
He also expressed the thought that he would like to add some suggestions later 


presents itself. 
(6) Mr. Julian Lucas next asked two namely, (a) how is a 
organized to take care of representatives in towns; and 


education. 

ngs (c) That someone else might undertake the task for the business, 
re if the business does not undertake to do it for itself. 

aie (d) That a basic training plan was vital and that there can always 
mee be specialization after the candidate has had a well thought out basic training. 
ie (e) That the proposed movement is above the plane of competition. 
aa (f) That he hoped the business could find ways and means of 
Me accepting the proposition submitted to the meeting. 

~ (3) Mr. F. 8. Dauwalter next explained that the important thing, as he 
Pats saw it, is that the proposed college establish minimum standards. For the time 
ees being, he pointed out, present educational work has been accepted by the business 
but not by the public. 

aS (4) Mr. A. V. Gruhn next made three inquiries, namely, (a) how are 
eee study groups established under the present C. L. U. plan; (b) is anyone barred; 
ee and (c) what was the plan for initial financing of the C. L. U. movement? His 
a it three questions were answered in detail, and, he said, to his satisfaction. In this 
ees connection it was pointed out, with respect to his second question, that no one 
a was barred. Graduation from a recognized high school was an educational pre- 
alas requisite for eligibility to take the examinations, but in the event that a candidate 
es was not a graduate, there were various ways of meeting the legal equivalent; 
the estab 

ae with respect to the names of the designations as proposed, when the opportunity 
a (b) does the teacher’s compensation come from members of the group? Both 
a questions were answered in detail. It was pointed out that there was no hard and 
oe fast rule, but that nearly always it was found possible to have representatives 
eae from various neighboring small towns, owing to good roads, get together in a 
pane central meeting place to make the group large enough. In most instances the 
oes teacher’s compensation came from the members constituting the group, but often 
ae companies contributed a substantial part. These problems would have to be 
oe handled differently in different sections of the country, but that was one phase 
ioe in which the proposed college could be very useful. 

coe VI. It was next suggested that some sort of proposal for future action be 
Soe recommended, and the Chairman was called upon to express his view with respect 
eae to the matter. He offered as a suggestion that it might be advisable to appoint 
tae five sub-committees, namely, an Advisory Committee for the purpose of surveying 
eee the future procedure as a whole, and four other committees to take charge, 
bath respectively, of the following phases of the proposed plan, namely, nomenclature, 
eee legal phases, finances, and preparation of the subject matter to be comprised 
: within the program of study. These latter four committees, it was suggested, 
Soe might do their work with regard to their respective assignments, and in due 
ie VIL. Mr. F. 8. Dauwalter next moved the appointment of a so-called Steering 
uae Committee, of five members; that Dr. 8. 8. Huebner was to be Chairman of this 
ee Committee; that Mr. John A. North and Mr. William Leslie should represent the 
oe stock interests; and that Mr. A. V. Gruhn and another person of his selection 
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VIII. Dr. David McCahan, Dean of the American College of Life Underwriters, 
next distributed to those present, for purposes of information, a series of charts 
showing the trends of development which have taken place within Cc. 


in the new proposed college for property and casualty insurance. 
IX. Mr. A. V. Gruhn next proposed the following resolution, which was 
unanimously passed : 


‘RESOLVED, that the representatives of the insurance organi- 
zations here represented express their deep appreciation and 
gratitude to Dr. Huebner and the members of his Committee 
for originating ard fostering the plan of an organization of a 
College of Property and Casualty Underwriters, and for the 
opportunity extended to the insurance business to plan its part 
in this historic movement.’’ 


might be issued. The Chairman prepared such a release, which received general 
publication in the numerous journals to which it was sent. 
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should represent the mutual interests. This Steering Committee should arrange 
for the appointment of the other necessary committees covering the subjects of 
nomenclature, legal phases, finances, and subject matter of the program of study, 
with each committee having such a number of members as the Steering Committee : 
deems desirable for the best fulfilment of the task assigned. 
Mr. Dauwalter’s motion was passed unanimously. 
Subsequently it was moved and passed that the Steering Committee 
should have an additional two members representing the agency side of the busi- 
ness, namely, one representing the stock companies, and the other representing the 
mutuals. (Subsequent to the meeting an Advisory Committee was formulated with 
the following seven members: Mr. John A. North, Mr. William Leslie, Mr. George : 
W. Scott, Mr. A. V. Gruhn, Mr. John M. Breen, Mr. Philip Baldwin, and Dr. 8. 8. : 
Huebner, as Chairman.) Arrangements have been made to hold a meeting of this 
Advisory Committee during the latter part of June. Full information will be 
sent to all who composed the meeting of May 16 as soon as plans have been 
perfected with respect to the other sub-committees. 
movement. copies latest Announcement and Directory 
of the American College were distributed. Dr. McCahan gave a brief explanation : 
of the various charts referred to, and pointed out their significance, it being felt | 
that the trends shown by these charts might have a bearing 7 similar trends 
X. Following Mr. Gruhn’s resolution, the Chairman, on behalf of the 
Committee on Professional Standards in Property and Casualty Insurance of the 
American Association of University Teachers of Insurance, expressed thanks to 
all present for their attendance and for their hearty co-operation in considering 
the Committee’s suggestion. All members of the Committee appreciate the deep 
xL 
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ACCEPTANCES FOR MEETING OF PROPERTY 
AND CASUALTY EXECUTIVES 


Farmar, May 16, 1941 


American Mutual Alliance 
Mr. A. V. Gruhn, General Manager, American Mutual Alliance 


ty 
Mr. Frank Marryott, Assistant Counsel, Liberty Mutual Insurance Co., Boston 
Representing the National Association of Automobile Mutual Insurance 
Com 


panies 
Mr. B. 8. Flagg, President, Merrimack Mutual Fire Insurance Co., Andover, 
Mass. Representing the Federation of Mutual Fire Insurance Companies 


Association of Casualty and Surety Executives 

Mr. 8. B. Perkins, Secretary, The Travelers Insurance Company 

Mr. A. W. Whitney, Consulting Director, National Conservation Bureau 

Mr. J. Dewey Dorsett, Manager, Casualty Department, Association of Cas- 
ualty & Surety Executives 

Mr. K. N. Beadle, Director, Educational Division, National Conservation 
Bureau, Association of Casualty and Surety Executives 


National Board of Fire Underwriters 
Mr. John A. North, Vice-President, Phoenix Insurance Company 
Mr. BR. P. Barbour, U. 8. Manager of Northern Assurance Company, Ltd. 
Mr. F. 8. Dauwalter, Assistant General Manager, National Board of Fire 
Underwriters 
Mr. L. E. Falls, Vice-President, American Insurance Company 
Mr. J. Victor Herd, Vice-President, Fire Association of Philadelphia 


National Association of Insurance Agents 
Mr. George W. Scott, Director, Educational Division, National Association 
of Insurance ts 
Mr. David A. North, President, North’s Insurance Agency, New Haven, Conn. 
Mr. Wade Fetzer, Jr., Vice-President, W. A. Alexander Company, Chicago 


Mr. L. P. McCord, President, McCord Insurance Agency, Jacksonville, Fla. 


National Association of Mutual Inswrance Agents 
Mr. Philip L. Baldwin, Executive Secretary, National Association of Mutual 
Insurance 


Mr. C. M. Westbrook, Westbrook Insurance Agency, Charlotte, N. C. 


Mr. Hugh H. Murray, Jr., Manager, Mutual Insurance Agency, Raleigh, N. C. 
Mr. Chester Jennings, Past-President, National Association of Mutual Insur- 
ance Agents 


National Association of Insurance Brokers 

Mr. H. W. Schaefer, President, H. W. Schaefer Company, New York City 
Mr. Arthur Goerlich, Educational Director, Insurance’ Society of New York 
Dr. Milton W. Mays, Director, Business Development Office, New York City 
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ey Mr. J. M. Breen, Lumbermens Mutual Casualty Company, Chicago 
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Committee on Professional Standards in Property and Casualty Insurance of the 
American Association of University Teachers of Insurance 
Professor J. Anderson Fitzgerald, Dean, School of Business, University of 
Dr. 8.8, Hucbner, Chairman 
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PROGRAM OF STANDARDS FOR A PROPOSED AMERICAN 
COLLEGE (OR INSTITUTE) OF PROPERTY 
AND CASUALTY UNDERWRITERS 


PRESENTED AT MEETING ON May 16, 1941 


(1) The proposed College or Institute must be an autonomous, non-profit- 
making organization, and independent, so far as control is concerned, of any direct 
business affiliation. Its administration must be free from fear or favor. Only 


(2) Objectives of the Educational Program: 
(a) ‘*To establish an educational standard for the profession of property 
underwri all 


the standards now associated with recognized professions that the public will 
ultimately accord the same type of recognition to those who fully meet them.’’ 
(ce) To inculeate a proper career-building attitude along proper lines. 


have 


(c) Prevention of Loss Activities. 
(d) A core of basic subjects: 
(1) English 
(2) Economics 
(3) Government 


APPENDIX III 

A UrUul ODS Should De bd, ano mus De onorary 
ee designations of any kind. Nor may there be arrangements for exemption or 
ae exceptions of any kind. Every designation awarded must be an earned one, 
wie secured by all holders in exactly the same manner along the line of standards 
ei: referred to in succeeding pages. There may be some criticism of this, and such 
5 aes criticism must be met, and in due course it will cease to exist. The proposed 
oe movement ig essentially for the younger generation. It is for the institutional 
ae good. No one is barred, but there must be no discrimination by way of exceptions 
eS and honorary designations. 

eae There will be some question as to the name of the proposed organization. 
pate Some suggest that ‘‘College’’ had better not be used, since that expression is 
ae already employed by the American College of Life Underwriters. 

and 

ae knowledge with which an underwriter should be acquainted in order to understand 
ne property and casualty insurance as a functioning institution in a world filled with 
Praia economic, social and political problems which it can help to solve, and (2) all the 
eos specific fields of knowledge essential to the rendering of expert advice and service 
ea to the insuring public.’’ 

he (b) To set up specific qualifying standards ‘‘so clearly on a parity with 
or (a) To stress the social point of view in the interest of clients as well 
os as the institution of insurance. 

‘fe (e) To stress ethical standards on the part of the candidate with respect 
me to clients, employers, and fellow practitioners. 

es (f) To devise proper means for testing and certifying candidates who 
2 aM (3) Suggested Subject Matter of the Program: 

Pe (a) The Principles, Practices, and Economics of Insurance. 

aie (With respect to property or casualty insurance.) 

hee (b) The Principles of Salesmanship and the Psychology of Insurance 
Salesmanship. 

(90) 


(4) Commercial Law (Including agency law, legal 


4 
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(da) Be of such a character as to command respect in leading institutions 
of higher learning, as well as in other professions. If so, the examinations will 
serve to maintain standards of preparation on a high level. 

(e) Be five in number, of four hours each, to be held over a two and 
one-half-day period, once a year. Said examinations, however, may be spread by 
the candidate over a four-year period, if desired, or over even a longer period. 


(9) Careful and Strict Grading of Examinations: In all 


(10) Use of a Three-Year Experience Factor: Other professions use a pre- 
scribed period of satisfactory practical experience in the vocation before allowing 
attainment of the professional designation. To the public, this experience factor 
means an added assurance of fitness and permanency. I suggest three 


(11) C. P. U. and C. C. U. Designations: Completion of the examinations and 
the vocational factor, assuming good moral character, should entitle 
the candidate to the essional designation. I am **Chartered Prop- 


prof suggesting 
erty Underwriter’? and ‘‘Chartered Casualty Underwriter.’’ This would 


line with the ‘‘Chartered Life Underwriter’’ designation in life insurance. One 
instead of two might be considered desirable. But I have been told 

by many in the two branches of insurance that one designation would likely never 
more 


(12) The College or Institute should emphasise specialised as well as 
insurance education at colleges and wniversities: Besides administering 


i 


gE 


> 

important respects, 

roast the standard of grading should compare favorably with the practices followed in 

ee other professional examinations. I suggest that a passing grade of -eventy per 

oe cent be used, and that all reaching this grade in any examination shoul« be passed. 

ys Conditions for impartiality in grading, reasonable strictness, and competency of 

ce graders, commonly pursued in other professiona) examinations, should be followed. 

pot There must be a fearless recording of results, based upon the examination itself, 
cod uninfluenced by other factors pertaining to the candidate. The examination set-up 

ee must be such that all names of candidates are unknown to the graders. 

ae feasible from a practical standpoint. 

pee To quote, wi 

Underwriters, 

‘*(a) 

ay ore ance course. The College does not conduct educational courses itself, believing 

Suge that the work of instruction can best be given by the institutions already in 

a 3 existence, just as has been the case in the field of accounting. 

es ‘*(b) Co-operate with universities and colleges in general property and 

Aco8 casualty insurance education for laymen, since the subject is regarded as funda- 

rat mentally important and well worthy of incorporation into a business school’s 

eurriculum.’’ 

hs 


APPENDIX IV 
CONSIDERATIONS LEADING COMMITTEE OF CURRICULUM 
AND EDUCATIONAL PROCEDURE TO RECOMMEND 
A SINGLE UNIFIED PROGRAM LEADING 
TO A SINGLE DESIGNATION 
Within the framework of the objective as outlined, it would be possible on the 


one hand to set up a single unified program covering the entire field of insurance 
and corporate suretyship, exclusive of life, with a minimum of specialization; or 


however, the committee weighed carefully the following questions: 
1. The Welfare of the Inswred: Would the person or business sub; 


3. Public Acceptance of Designation: Will the public readily understand and 
accept more than a single designation in any general field of activity? 
4. Practices of Other Professions: Are the reasons for a division 


of insurance does not emanate from conditions surrounding the insured but rather 
from conditions surrounding the insurer, and since there are various trends in 


contracts and practices, such as comprehensive and ‘‘all risks’’ contracts, joint 
(98), 


on the other hand, to set up a program with a separate division for each of the : 
main classes of insurance and with presumably a greater degree of specialization : 
in each. The number of such classes and the relative degree of specialization are 4 
variables which would appear to have a direct and positive correlation. In other 
words, if the field of insurance were to be divided into many divisions, the 
presumption doubtless would be that the candidate in each should acquire a very . 
detailed knowledge of numerous forms and minor practices which might be 
seldom used. The pursuit of each separate divisional program would presumably 
either lead to a separate designation, or to a single designation with some appro- 
priate identifying qualification, as would apparently be necessary to avoid “ 
misrepresentation to the public. ; 

Tradition, insurance laws, corporate structures of insurance carriers and special- 
ized practices peculiar to certain types of coverage all suggested a program with f 
separate divisions, each leading to a separate type of recognition. It would have 
seemed natural therefore to adopt a two, three or four division program, each 
covering one or more of the principal groups of coverage. The reasons for such , 
are so ingrained in our existent insurance structure that we need scarcely 
enumerate them. Before accepting the divisional plan as a foregone conclusion, 
.. 
numerous risks be better served under a plan whereby advice and service on all a 
insurance matters other than life are secured through one person who may, if x 
conditions warrant, bring various specialists in for certain functions, or under a 
plan whereby it is necessary to consult several specialists in different fields inde- 
pendently of each other and still not be certain whether some gaps still exist in 
coverage, or some duplication result in coverage and cost? 
2. The Welfare of the Field Representative: Is the person with whom the 
prospective insured comes into contact more favorably situated if he can advise 
intelligently on all insurance problems even if he resorts to various specialists for 
assistance on unusual or complicated phases thereof? q 
weighty to warrant departure from the policy which has been followed in other 

professional fields? In the field of law, for instance, a person may desire to 

specialize in corporation law, criminal law or any one of a variety of branches 

but his basic law school program, his state bar examinations and his professional : 
designation are the same as for any other candidate. Likewise in the medical 
field, a candidate may wish to specialize in surgery, children’s diseases, mental : 
troubles or any one of a long list of ‘‘ologies’’ but his basic medical school 
training, his state medical examinations and his professional recognition are the 
game as for any other candidate. ‘ 
5. Trends in Inswrance Contracts and Practices: Since the existent division ? 
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Professor of Insura | 
University of Pennsy 
lished covers within a single v 
lytic treatment of casualty E 
Well adapted for university cours \ 
ject, it is also intended for a : 
insurance, including an increasi 
practical insurance men to 
be of direct assistance. 5 
The subject matter of the vol | 
entirely reorganized (see conten | 
in the treatment of materials th | 
greater emphasis on principles. 
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have to be gathered from many 
sources, many not physically av. 
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tion. 704 pages. 48 tables. iy 
| 


McGRAW-HILL INSURANCE SERIES 
H. BLaNcHarn, Editor 
Appleman—INLAND MARINE leche 221 pages, $2.50 
Betterley—BUYING INSURANCE. 192 pages, $2.50 


Faulkner—ACCIDENT AND HEALTH INSURANCE. 
366 pages, $4.00 


Hobbs>—WORKMEN’S COMPENSATION INSURANCE. 
Second edition. 707 pages, $5.00 


Maclean—LIFE INSURANCE. Fourth edition. 610 pages, $4.00 


Michelbachr—-CASUALTY INSURANCE PRINCIPLES. 
Second edition. Ready in July. 


Mowbray—INSURANCE. Second edition. 634 pages, $4.00 


Patterson—ESSENTIALS OF INSURANCE LAY. 
501 pages, $4.00 


Reed—ADJUSTMENT OF FIRE LOSSES. 429 pages, $4.00 
Reed—FIRE INSURANCE UNDERWRITING. 375 pages, $4.00 


Sawyer—AUTOMOBILE LIABILITY INSURANCE. 
321 pages, $3.00 


Wheeler and Todd—SAFEGUARDING LIFE INSURANCE 
PROCEEDS. 190 pages, $2.50 


Winter—MARINE INSURANCE. Second edition. 468 pages, $4.00 
Send for copies on approval 
McGraw-Hill Book Company, Inc. 


330 West 42nd Street . New York, N. Y. 


| 
| 
| 
| 
Crist CORPORATE. SURETYSHIP. 439 pages, 
| 
4 

re 
| 

| | 
rag 
| 
Se 
| 
| 
= | 
- | 
> 
| 


The Greatest Book SENT ON 
for Executives ALL CHARGES 
ever published 


THE EXECUTIVE'S DESK BOOK 


1850 pages of daily helpfulness. 3000 illustrations. Here are concise 
answers to thousands of questions arising daily. Whatever your questions 
may be—from placing a comma to analyzing a financial statement, this 
friendly counselor will give you instant aid. Rules given are clarified by 
actual examples. 


THE EXECUTIVE'S DESK BOOK contains 25 chapters of valuable informa- 
tion and the complete WINSTON SIMPLIFIED DICTIONARY, comprising 
more than 100,000 words, with every word defined so clearly that its use 
and meaning are instantly understood. So constantly will you use this 
volume that you will want it right at your elbow. 


Just a Partial List of Contents 


CORRECT USAGE—Business and Social Letters For Every Life 
DIGEST OF BUSINESS LAWS — including 


Sent on Approval, All Charges Prepaid 

THE EXECUTIVE'S DESK BOOK. Size 7"x Because this book presents 

9” x 2)” thick. With convenient thumb such a h and clear 

index. Sent cloth. interpretation the life in- 
ice $5.95 


JOHN C. WINSTON CO, | Site. insurance ili 
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LIFE INSURANCE 


THIRD EDITION 


By 
S. S. HUEBNER, Ph.D., Sc.D. 


PROFESSOR OF INSURANCE AND COMMERCE AT THE UNIVERSITY 
OF PENNSYLVANIA; PRESIDENT OF THE AMERICAN COLLEGE OF 
LIFE UNDERWRITERS, ETC. 


THis new edition of a standard work brings together in com- 

pact and classified form the facts and information which give 
a comprehensive understanding of the nature of life insurance 
and the legitimate ways in which life insurance may and should 
be employed in the interest of personal, family, and business 
welfare. The new edition represents an extensive revision and 


enlargement of the text. $3.50. 


PROPERTY 
LIFE INSURANCE: ITS ECONOMIC INSURANCE 
AND SOCIAL RELATIONS SERIES THIRD EDITION 
Edited by S. S. Huebner, M.L., Ph.D., By 


Sc.D., President of American College | 

of Life Underwriters, and Professor | 

of Insurance and Commerce at the 
University of Pennsylvania. 


The Economics of Life Insurance. 

By S. S. Huebner. 8vo. $2.50 
Life Insurance as Investment. 

By Solomon S. Huebner and 


8. S. HUEBNER, Ph.D., Sc.D. 
A thoroughly up-to-date, com- 
prehensive and non-technical 
discussion of the important 
economic and legal principles 
and the leading practices 


David McCahan. Svo. $2.50 upon which the various kinds 
Law of Salesmanship. of property insurance are 
By Paul Huttinger. Svo. $2.50 || based. $3.00 
Taxation. 
By Harry J. Loman. 8vo. $2.50 
Wills, Trusts and Estates. MARINE INSURANCE 
By James L. Madden. 8vo. $2.50 


Business Life insurance Trusts. 
By C. Alison Scully and 
Franklin W. Ganse. Ill’d. 8vo. $2.50 
Education and Philanthropy. 
By John A. Stevenson. 
8vo. $2.50 
Sociology of Life Insurance. 


By 
8. S. HUEBNER, Ph.D., Sc.D. 
Provides an understanding of 
the nature and practical 
operation of marine insur- 
ance, and the intimate rela- 


1 By Edward A. Woods. tionship of the business to 
8vo. $2.50 | shipping, banking, and over- 
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